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ABSTRACT 

The management and operations of federal student 
assistance programs are addressed in hearings before the Committee on 
Education and Labor. In fiscal year 1981, the Office of Inspector 
General (OIG), Department of Education (ED) issued 4,811 audit 
reports on postsecondary education programs. Costs disallowed or 
questioned amounted to $25.3 million. Most of these reviews were 
financial and compliance audits of the campus-based and Pell grant 
programs performed by independent public accountants. To assist 
colleges and universities to develop their own standards of 
satisfactory academic progress in compliance with federal eligibility 
requirements, guidelines and initiatives have been developed by the 
American Association of Collegiate Registrars and Admissions 
Officers, the National Association of Student Financial Aid 
Administrators, and the American Council on Education. State 
guarantee agency views on the Guaranteed Student Loan (GSL) 
supplementary programs, specifically the Parent Loan and Auxiliary 
Loans to Aid Students programs, are presented. The General Accounting 
Office considers their recent reports on satisfactory academic 
progress, the effectiveness of institutional repayment and collection 
practices in the National Direct Student Loan program, and ED ? s 
management of the GSL program. Lastly, the current status of the 
Student Loan Marketing Association (Sallie Mae) programs are 
addressed, along with loan consolidation, warehousing, and servicing 
of loans; and new authorities granted Sallie Mae by recent federal 
legislation. (SW) 
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OVERSIGHT ON CURRENT STATUS AND ADMIN- 
ISTRATION OF FEDERAL STUDENT ASSIST- 
ANCE PROGRAMS 



WEDNESDAY, JANUARY 27, 1982 

House of Representatives, 
Subcommittee on Postsecondaky Education, 

Committee on Education and Labor, 

Washington, D.C. 

The subcommittee met, pursuant to notice, at 2:15 p.m., in room 
22.7T, Rayburn House Office Building, Hon. Paul Simon (chairman 
of the subcommittee) presiding. 

Members present. Representatives Simon, Ford, Peyser, Weiss, 
Erdahl, and Bailey. * 

Staff present. William A. Blakey, majority counsel, and John 
Dean, minority counsel. 

Mr, Simon. The subcommittee hearing will come to order The 
Subcommittee on Postsecondary Education begins 5 days of over- 
sight hearings today on the major Federal student assistance pro- 
grams. „ . 

This is the first time since the enactment of the Education 
Amendments of 1980 that we have taken a comprehensive look at 
the administration and operation of these programs which are so 
critical to the realization of the postsecondary education dreams of 
so man., Americans. 

Several other factors make these oversight hearings appropriate 
at this time:" 

First, current cost constraints necessitate congressional review to 
insure both administrative efficiency in the Education Department 
and on the campus, and to guarantee that the target populations 
are being served. We are talking about those who otherwise would 
not be able to have educational opportunity. 

Second, several internal department studies, General Accounting 
Office reports and the semiannual report of the Inspector General 
have outlined concerns and problems which require subcommittee 
review and action, if appropriate. t * 

Third, many in the higher education community have explored 
thoughtful solutions tp the issues raised in these reports and we 
want to give them an opportunity to share their views with the 
subcommittee. 

Finally, many of the changes in our" student aid programs— .en- 
acted in the haste of our consideration of the Omnibus Budget Rec- 
onciliation Act of 1981— also need reexamination. 

(1) 
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The new dollar limitation* placed on the Fell grant, supplemen- 
tal educational opportunity giantb, college woA stud} and the na- 
tional direct btudent loan program are of special concern to me. 

The potential impact ot the*>e reductions on the poor, the educa- 
tionally disadvantaged, students from families .vhose parents work 
hard ever} day to make a living wage, and public and private insti- 
tutions across America.could be devastating in the short run and 
disastrous in the long run. 

I think it is the feeling of most of us on this subcommittee, if not 
all of us, that we have to make sure all of those who desire to 
expand their educational horuons through higher education have 
that opportunity. 

1 will enter my full statement in the record. 

[The prepared statement of Paul Simon follows:] 

PRfcPARfcD STAihMKNT Ut HuN, PaU. SlMUN, A RhPRKSbNTATIV h IN CoNwRKSS FUUM 
Tilt STATh Uf ILUNUIS. ClIA.RMAN, StBCUMMlTTEfc UN PoSTSKCUNDAIU EDUCATION 

The Subcommittee on Postsecondarj Education begins five days of oversight hear- 
ings toda> on the major Federal student assi .tant programs. This is the first time 
Miice the enactment of the Education Amendments of 11180 that we ha\e taken a 
comprehensive look at the administ ration aj d operation of these programs which 
are »o critical to the realisation of the postsecondarj education dreams of many low 
and middle income Americans. • 

Several uthei factors make these oversight headings appropriate at this time. 

First, current cust constraints necessitate congressional review to ensure both ad- 
ministrative eflfi* ienc> in the Education Department and on the campus, and to 
guarantee that the target populations have been served, 

Second, several internal Department studies, General Accounting Office reports 
and u» t »emi-annu€il report of the Inspector General have outlined concerns and 
problems which require Subcommittee review and action, where appropriate. 

Third, many in the higher education community have explored thoughtYul aolu- 
tions to the i^ues raised in these reports and we want to give them an opportunity 
to share their views, with the Subcommittee. 

Finally, manv of the changes in our student aid p»ograms — enacted in the haste 
of our consideration of the Omnibus Budget Reconciliation Act of 11)81— also need 
re examination^ The new dolkir limitations placed on the Pell Grant, Supplemental 
Educational Opportunity Giants, College Work Stud> and the National Direct Stu- 
dent Loan program .ire of special concern to me, The potential impact of these re- 
duction* on thtL.poor, the educationall> disadvantaged, students from families whose 
parent*, work hard evervdav to make a living wage, and public and private institu- 
tions across America could be devastating in the short run cind disastrous in the 
long run. Federal student aid, which has grown in the recent past, is declining at 
the same time the cost of attaining a college education rises: 

In fiscal vear 1979, (5,117,991 awards were made with expenditures of 
$3,211,350,908; 

In fiscal year 1980 ti.824,954 awards' were made with expenditures of 
*5,890.528,7o5; 

In fiscal vear 1981 7,707,152 awards were made with expenditures of 
$7,255,825,71)2; 

For the current >ear it is estimated that 8,900,000 awards will be made but ex- 
penditures will decrease to .$0,065,750,000. 

Because I believe the opportunity to attend college should be available to all re- 
gardless of income, race or sex, when, you live or who your parents happen to be. I 
will continue to, support the continuation of a significant Federal role in postsecond- 
arj education. I, fur one, don't belie, e that whether >ou live in Michigan, Mississip- 
pi or Montana should determine whether or not >ou to college. The role of Feder- 
al assistance in posUeeondarv education has had positive effects. The Federal gov- 
ernment first became involved because states ana local governments did not and 
could not provide necessary services. Shirking our responsibility and sending it to 
the states is not providing leadership. Nor willit solve the problem, 

Our witnesses toda> are the Inspector General of the Department of Education, 
James B Thomas, and the Deputy Assistant Secretary for Student Financial Assist- 
ance Dr. Elmendorf and his associates 

y 
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Mr. Simon. Mr. Peyser, do you care to add anything? 

Mr. Peyser. No, not at this time. 

Mr. Simon. Mr. BaUey? 

Mr. Bailey. No comment, thank you. 

Mr. Simon. Mr. Erdahl? 

Mr. Erdahl. I am here to lister, and learn, too/Thank you, Mr. 
Chairman. 

Mr. Simon. I don't know what the witnesses have done to our 
subcommittee. 
Mr. Ford, do you wish to add anything? 

Mr. Ford. No, sir, I am here to hear what is going to happen to 

it. 

Mr. Simon. That is an unusually silent subcommittee. That will 
not prevail very long, but we shall proceed with our witnesses. 
First the Inspector General, James B. Thomas, Jr. 

STATEMENT OF JAMES B. THOMAS, JR., INSPECTOR GENERAL, 
DEPARTMENT OF EDUCATION, ACCOMPANIED BY JOHN C. YA- 
ZtKLO. 

Mr. Simon. We are pleased to have you with us here today, Mr. 
Thomas. 

Mr. Thomas. Thank you, Mr. Chairman, members of the commit- 
tee. I have with me John C. Yazurlo, Assistant Inspector; General 
for Audits in the Department of Education. 

I am pleased to be here today to provide you with an over- 
view 

Mr. Erdahl. I think some people in the back of the room have 
difficulty hearing. 

Mr. Simon. It doesn't sound like the mikes are on. 

Mr. Thomas. I am here to provide you with an overview of the 
Office of Inspector General activity as it rebates to the postsecon- 
dary education programs, especially in the student financial aid 
area. 

The OIG shares the committee's concerns as to how well the De- 
partment is administering its student assistance programs and how 
effectively they are being implemented by postsecondary education- 
al institutions. % 

This is especially true in view of the magnitude of expenditures 
for postsecondary education. We recognized early that we would 
have to devote a significant portion of our audit and investigative 
resources to reviews of postsecondary programs, especially those re- 
lated to student financial aid. 

To date, our audit and investigative efforts in this important 
area have been fruitful and have contributed both to improved 
economy and efficiency in the administration of the programs and 
to the reduction of fraud, waste and mismanagement. 

In fiscal year 1981, we issued 4,811 audit reports on postsecond- 
ary education programs. Costs disallowed or questioned amounted 
to $25.3 million. The vast majority of these reviews were financial 
and compliance audits of the campus-based and Pell grant pro- 
grams performed by independent public accountants. 

These audits were made in accordance with audit guides devel- 
oped by the Office of Inspector General. Quality assurance reviews 



are selective^ pvrfuniieufby OIG auditors of the actual work per- 
iVmed bv independent public accountants to injure that the work 
meets auditing standards established b> the Comptroller General 
and OIG audit guides. 
* In fiscal year 1DS1, the OIG used a significant portion of its audit 
staff resources on post^econdary education programs. Our fiscal 
year audit plan provides foi approximately 12 staff years or 
about lo percent of all available audit resources to review postsec- 
ondarv programs. 

This time will be spent on both external and internal audits, in- 
cluding reviewing audit reports prepared by independent public ac 
countants. 

Additionally, a significant amount of our investigative resouiees* 
weie devoted to conducting investigations dealing with abuses in 
student financial aid programs. 

Departmental management has generally been responsive tu rec- 
ommendations stemming from our audits and investigations and 
has initiated appropriate actions to strengthen the programs and 7 
or to recover improperly expended funds. 

Some oi our more significant audit results achieved during 1!)S1 
follow 

An audit of a State guarantee agency disclosed that the Depart- 
ment paid about $;Mti,000 in excess interest because of differing in 
terest computation methods_allowed by curient regulations. 

Projections of the audit results nationwide indicated that the De- 
partment may have paid as much as $1 million in excess interest 
over a 4-year period. 

A review uf cash management pi act ices o> postsecondarv schools 
in one region disclosed that about $11.(5 million in excess Federal 
cash was being maintained by schools administering student finan- 
cial assistance programs. 

The auditors estimated that this excessive cash retention cost the 
Federal Government Sl.iJ million in interest in this region alone in 
fiscal yeai 1US0. Projecting these results nationwide suggests that 
about 'SH million in excess interest costs may be involved. 

BACKLOG OK AUDITS 

The backlog ui unresolved student financial aid audit reports has 
been a continuing concern of the Department. Huwevei, during the 
last J months, exceptional progress has been made. 

As of December 31, 1S>M, the Office of Postsecondarv Education 
had l,;wr» unresolved audit reports on hand. 

I might add only about ">()() were over ti months old. 

Questioned costs on the reports which lemained unresolved to- 
taled million. Questioned costs sustained by program manag 
ers and maiked for recovery amounted to $10.1 million during 
fiscal year 1HS1. 

The OIG is in the process of establishing a formal audit resolu- 
tion .\vstem which will involve the Department's top managers and 
winch should furthei impiove the timeliness and effectiveness of 
the resolution process. 
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Since the inception of OIG, our investigators have presented 
about 118 cases to the Department of Justice for poteijtffol prosecu 
tion which involved student financial assistance programs. 

Of these cases, 72 were accepted by the prosecutors for prosecu- 
tion. To date, 58 indictments have been returned and 15 individuals 
have either negotiated guilty pleas or have been convicted. 
"J Typically, these cases involved the submission of false data or 
misapplication and 'or embezzlement of funds. The following exam- 
ples of investigations depict seme of the schemes which have beem 
used to defraud student financial assistance programs. 

In a plea agreement accepted by the Federal District Court of 
Colorado, the Bell & Howell Co. pled guilty to three counts of false 
statements and one count of mail fraud. 

Bell & Howell will be subject to a fine of $31,000 by the agree- 
ment. 

The company pled that it lied to the Government in its handling 
* of default claims submitted under the guaranteed student loan pro- 
gram. Significan f !y, the plea agreement also stipulates a civil set 
tlement with the Department of Education by which Bell & Howell 
will pav S.S.75 million. * 

The Department of Justice will continue with the prosecution of 
two former Bel! & Howell employees indicted as a result of an itt*x 
vestigation by our office and the U.S. Postal Inspector St rvice. 

A former college financial aid officer was indicted by a Federal 
grand jury in August 11)81, on 10 counts of embezzlement and false 
statements. 

The finam ' " aid officer falsified approximately $4,700 in Pell 
grant etyetkM to students and then converted the checks for person- 
al use. 

The president of a proprietary school pled guilty to one count of 
aiding and abetting as part of a scheme to defraud the Pell grant 
program. The criminal counts related to 134 Pell grants and ap- 
proximately $19,000 were diverted to the defendant's personal use. 

The defendant was sentenced to 6 months* incarceration, !2 1 li 
years' probation, and restitution of the misapplied funds. 

I appreciate, you asking me here today and I will be happy to 
jj answer questions. 
* Mr. SiMOti. Thank you very much. 

When you bay costs disallowed or questioned to $25.3 million, can 
you separate those two? 

Mr. Thomas. Not in the accounting system that we have, Mr. 
Chairman. Generally speaking, the same report may have both 
what we would call disallowed costs and questioned costs, sojit 
comes out in a lump sum. 

Mi Simon. It seems to me, maybe the system needs to be altered 
or else the terms need to be altered, because the cost disallowed oi 
questioned seems to me to be quite possibly of variance. 

On the— you are familiar with the GAO report on NDSL? 

Mr.„THOMAb. We have seen that report, yes, sir. W T e are generally 
familiar with it. 

Mr. Simon. On that NDSL report, they talked about a high de- 
fault rate of! 16.04 percent as of June 30, 1979. Has that improved 
since that time? Do you know, or is tfris not something that you — is 
it within the purview of youi responsibilities as Inspectoi general? 
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Mr. Thomas. Well, it is an area of interest, Congressman, but not 
an area that I am in a position to answer for you now. 

I think peihaps Mr. Elmendorf might be able to do that 

Mr. Simon. Well, we will get to our next witness on that. 

Mr. Ford? . , 

Mr. Fokd. .Thank you, Mr. Chairman. I would like to get back to 
your question, if i have time. But, first, looking at the paragraph 
entitled "Activities in 1981," I think it is pa^e 2 of your statement, 
which states, "additionally a significant amount of our investiga- 
tive, resources were devoted to conducting investigations dealing 
with abuses in student financial aid program*." ^ m t 

Generallv, when we haVe heard the use of the term "abuses, it 
is associated with an abuse by an institution or a student benefici- 
ary or their family in the sense that money is misapplied, the 
common phony story about the kids buying sports cars with stu-<* 
dent loans and so on. . 

Then, having said that, and having devoted all of this effort to 
your study you come up later with three specific examples of what 
you were talking about, all of which actually amount to violations 
of— clear violations of the law, one by a major American corpora- 
tion, one by a college official, and one by the president of a private 
proprietary school corporation. 

Does that— is it safe to assume from that that you didn t really 
find any abu*es uf the programs, but you found some people steal- 
ing money from the Government? 

Mr. Thomas. I would have to answer that, Congressman, in that 
we found both. We have both abuses and we have occasions of 
people stealing money. , 

Mr. Ford. Again, it is the same thing raised by the chairman. 
We Have a little problem in semantics, perhaps, but if you look at 
the record of vears of consideration on these programs and over- 
sight over them, by the Congress, and previous administrations, 
then just look at the kind of material that gets into the print in 
other media, you get the impression there are widespread abuses 
that need to be addressed, that have to du with the deliberate acts 
of evasion by students or beneficiaries of the program. 

None of the people you are talking about here who have pled 
guilty are beneficiaries of the program £y virtue of being the 
people for whom the program is intended. ' 

Bell & Howell certainly is not a student. The college financial 
aid officer, a simple case of plain, clean, embezzlement. 

It happened to be the only thing that that thief could steal was 
Pell grant money, but he is nevertheless characterized by your de- 
scription here as a thief, who stole something that happened to be 
student aid. It didn t have anything to do with abusing the pro- 

gram. . , , , 

The next one >*> the president of a proprietary school who appar- 
ently falsified some kind of information to qualify somebodv to re- 
ceive some kind of money, you are not at all specific about it, 
except to say that it related to 184 Pell grants. t 

What I am interested in is it is believed by some people in this 
city and certainly by spokespersons for the administration that 
there is rampant" in the Government abuse of Federal programs, 
fraud and abuse is generally referred to. 
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One of the programs they tick off all of the time in a general 
sense is student aid. I note that apropos of the chairman's question, 
when >ou talk about cost disallowed or questioned amounting to 
25.3 million, you then qualify by saying the vast majority of these 
reviews were financial and compliance audits of the campus-based 
and Pell grant programs. 

Inasmuch as you spend all of this time looking for fraud and 
abuse, and using your own words, devoted a major portion of your 
resources to it, don't you have some examples of students ripping 
off the system you can tell us about? 

Mr. Thomas. Yes, sir. The items listed in the prepared testimony, 
Congressman, just to tr> to illustrate some of these different cases. 

We have in the latest semiannual report sent to Congress a laun- 
dr> list of the types of cases that we had and I w^uld be happy to 
go through some of those, if it would help. 

Mr. Ford. Let s see if we can get to students abusing the pro- 
gram. Tell me how often you found abuse and what kind you 
found? 

Mr. Thomas. We have a case in the Northeast of an individaal 
getting guaranteed studont loans b> using a fictitious name and 
social securit> and birthdates. A series of loans by falsifying the ap- 
plication forms. 

Mr. Ford. Hasn't he, by what you said, committed at least two 
and possibly three felonies? 

Mr. Thomas. Yes, sir. And has been sentenced for that and gone 
to jail. It is a student. 

Mr. Ford. That is not some kind of fraud and abuse going undis- 
covered and unhandled, we have this jasper in jail, d^nt we? 

Mr. Thomas. We have that particular one, yes, sir. If I can char- 
acterize perhaps a group that happened in the State of Rhode 
Island, we had a joint investigation there with the Immigration 

• and Naturalization Service. 
We were concerned about illegal aliens taking advantage of both 

the grant and the loan program and, working with the U.S. attor- 
ney we had a single case which resulted in indicting 27 individ- 
uals, in one locale. 

We presently have a major project going on concerning illegal 
alien* taking advantage of these programs, who are not eligible in 
other parts of tlie country and we should be seeing the fruits of 

• that investigation in the not-too-distant future. 
Mr. Ford. You are saying that some aliens have been sneaking 

into Rhode Island to get a college education? Were the. v legally in 
the country? 
Mr. Thomas. I beg your pardon? 
Mr. Ford, Were they legally in the country? 
Mr. Thomas. Illegally in the country. 

Mr, Ford. Whether they are legally or illegally in the country, 
the} might not be eligible anyhow because we do have very strange 
citizenship requirements in some of the programs. What kind of 
program were they ripping off? 

Mr. Thomas. This particular one was Pell grant and guaranteed 
student loans, 27 individuals we are talking about here. 

ERIC : lo 



Mr, For I). The} got tin* guaranteed loans b> telling the bankers 
that— or not revealing to the banker that the} had sneaked across 
the border? 0 

Mr. Thomas. Yes, sir. 

Mr. Ford. Maybe I shouldn't make that assumption. These 
' weren't Haitians and Cubans, frere they? 
Mr. Thomas. No, sir, they were not. 
Mr. Ford. Where did they come from? 

Mr. Thomas. Most of this particular group of 27 individuals came 
from two or three countries in Africa. 

Mr. Ford. Where else in the country do you expect to find the 
additional people in this classification? You said that you have a 
continuing investigation going with Immigration people? 

Mr. Thomas. Yes, sir. 

Mr. Ford. How are you going about that? 

Mr. Thomas. We are working with the universities and we are 
working v\ith the Immigration people to try to ascertain whether 
the individuals are, in fact, qualified for the student grant program 
b} being a citizen or by being— I think the term is, having an ade- 
quate green card. 

Mr. Ford. What if they are a permanent resident? 

Mr. Thomas. I can't tell you all of the details of eligibility off the 
top of m> head. But the case here is that these people are clearl} 
ineligible for the program. 

Mr. Ford. Without trying to be impolite to you, the American 
public is entitled to get to the bottorr of this. We created a Com- 
mission last >ear to look at student aid programs. I have been more 
than a little distressed in the recent years with the number of in* 
stant experts who write in broad-bushed strokes about all of the 
fraud and abuse that goes on in these programs. 

You are telling me out of all of these resources }ou use, }ou have 
been trying to find out who is a legal resident and }ou have been 
concentrating time on trying to find that kind of abuse? 

Mr. Thomas. That is one of the areas we are looking at, where 
we have had 

Mr. Ford. How much have >ou produced for the Government out 
* of this investigation? 

Mr. Thomas. We have 1/ people who have been indicted, I be- 
lieve about 1!) of whom have been convicted at this point in time. 

Mr. Ford. Did you recover any money for the Government? 

Mr. Thomas. Not from those, no, sir. Hopefull} we will have 
avoided paying those individuals loans and grants in the following 
years by having caught them early in their efforts. 

Mr. Ford. Tell me about another kind of student abuse. 

Mr. Thomas, We have one situation which is an ongoing investi 
gation now, which we have some early results in where individuals 
are falsifying applications for Pell grants and it works something 
like this. An individual will go on the college campus and look for 
students and tell those students that he will help }ou get a grant. 
The> will take the information from the student, fill out the appli- 
cation form. 

The application form will go in, the student will receive back an 
eligibility review form. They will then go and get the grant. 
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The grant will then be shared with the person who helped the 
"student falsify the application report. 

We are presently working in three or four States on this particu- 
lar activity. 

Mr. Ford. What is the violation involved in that case you just 
mentioned? , ... 

Mr. Thomas. Falsifying a document and getting benefits to which 

people are not entitled. 

Mr. B'ord. You have not prosecuted that case? 

Mr. Thomas. We have not prosecuted the case. 

Mr. Ford. The people doing the falsifying here and the person 
that is getting the illegal benefits is not the student, it is some 
third-party hustler? 

Mr. Thomas. They are both illegally getting the funds. 

Mr Ford. The student, to th$ extent that the student was 
conned into believing he needed help to get the grant, participated 
in this, but the illegal benefit that inured to somebody who 
shouldn't receive it was the other guy, wasn't it? 

Mr. Thomas. They bought it illegally, Congressman. Whether or 
not the person was conned into it or whether or not he was aware 
is subjective, I think. 

Mr. Ford. If thev picked a poor fellow off of the campus who had 
all of the characteristics of an eligible Pell grant recipient and had 
him fill out the application and presented it for him and then took 
a cut for the service performed, how did he get the Pell grant if he 
didn't have the proper characteristics to be entitled to it? 

Mr. Thomas. He falsified the statement. The person that filled 
out the— . . 

Mr. Ford. He did not, indeed, have the characteristics— 

Mr. Thomas. Did not have the characteristics of an eligible re- 
cipient, yes. 

Mr. Ford. Was he a student? a m 

Mr. Thomas. Yes, sir. Was not otherwise eligible witnout falsify- 
ing the application. 

Mr, Ford. How many cases like this have you run across/ 

Mr. Thomas. This investigation is ongoing in three States. 

Mr. Ford. How many people like this have you found? 

Mr Thomas. We have found one person perpetrating this fraud 
He has a series of people located on different college campuses that 
are helping him, then you have that branched out into the students 
who are either willing or unwilling participants. t 

Mr. Ford. You have not litigated this case, so we are just talking, 
and obviously we don't know where it is or who the people are, so 
it is going to be some kind of a proceeding. 

Can you give me any other kinds of instances of students abusing 
the program? It is students who abuse it that I really want to go 
after, you understand. Because those are the people that we rend 
about all of the time. . 

Mr Thomas. We have, with a particular case, an individual that 
pled guilty to fraudulently obtaining a $2,7)00 guaranteed student 

10 We have now found that that person has been involved in a 
series of such fraudulent activitv at different universities and we 
have also found that in this same type of thing, there are as many 
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as IS additional people being pursued at the pre&.-at time—the cor- 
tinuation of the same investigation, 

Mr. Ford. This person who fraudulentl> obtained more than owj 
student loan or a student loan, what was the dement of frau*j in 
\olved? Did he lie about his family income? DiJ he lie about being 
a student in attendance at the college, or did he lie about ho-A he 
was going to use the money? 

Mr. Thomas. I don't have that information in front of me, Con- 
gressman. I apologize for that. 

Mr. Ford. You see, that seems to me to be exactly what is. at the 
core of what this committee has to do. Ii w do not have adequate 
safeguards in the law at the present time to prevent fraud and 
abuse, we ought to be legislating them. 

It is not very helpful if you say in some general way this person 
got a bad guaranteed student loan but you don't know what is bad 
about it. You don't kpow whether they about their status as a 
student, with respect to the institution, their qualifications w.*n re- 
spect to the family income, or, in fact, *f they used a phony name 
or whatever? 

Mr. Thomas. We have that information. I just don't h^w* it in 
front of me. 

Mr. Ford, How many of those kinds of things have yuu run into? 
Mi. Thomas. I don't have a number, I have an example that hap- 
pened during this last 6-month period. 
Mr. Ford. Do you have more than one? 

Mr. Thomasa 1 don't have more than one, other than what I 
listed here. 

Mr. Ford. I have gone well beyond my time, I apologize to mem- 
bers of the committee. I would like to come back later. 
Mr. Simon. Mr. Erdahl. 

Mr. Erdahl. Thank you, Mr Chairman, 1 was just jjoing to ask 
the gentleman from Michigan to yield in his little jousting match 
here, because I think what we are getting at it the stereotype, that 
many people from the media report when the> talk about fraud, 
abuse in the student loan program and the defaults. 

M> understanding, I think, that many people have is that an eli- 
gible student gets either a Pell Grant or a guaranteed student loan 
and then, to use the vernacular, the kid bugs out and doesn't repay 
the loan. \ 

I think that is a comma* assumption many people have. I think 
the administration gives that impression. I think the media does. I 
take it >cu have picked *ome isolated cases to make examples and 
I accept them as sui.h, but what can you tell us about the eligible 
recipients of the loans, who just don't bother to pay them back? 

I would assume that is the real big part of the whole problem? 
Am I right? 

Mr. Thomas. That is a part of the problem, yes, sir. I think that 
the people who are following me here would be in a better position 
than I to address that particular issue. 

We are, 2 or 3 yean> ago, the Department of Health, Education 
and Welfare did u match program trying to identify those people 
who worked for the Federal Government, who had loans but had 
not repaid them. 
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They found' a large number. We presently are in the process of 
getting reach to do that again, trying to identify people who are in 
a particular program, namely Federal employees who have these 
loans and are not repaying them so we can make extra efforts to 
make collections. m • rr 

In addition to that, there is the normal collection effort which 
the student financial-aid program people are going about and 
which they now have contracts with outside contractors to pursue. 

So they are intensified in the last year or so, they have intensi- 
fied significantly the effort for trying to make those collections 

Mr. Erdahl. Could you tell us what the magnitude of those de- 
faults might be? Or maybe we have other witnesses yet this after- 
noon that would supply that information? 

Mr. Thomas. If I may, I would just like to defer to the witnesses 
following. I am sure they could provide that to you. 

I don't have it in front of me. 

Mr. Erdahl. I happen to endorse the concept that we should not 
abandon the guaranteed student loan program or the Pell Grants I 
commonly give ,he example of the local banker back home; if he 
has trouble in collecting or with loans, he doesn't quit making 
them. He does a better job of collecting. . 

I think we have the mechanism in this country even though it is 
tough to use the Federal income tax and maybe there are legal 
questions involved in all of that, but it seems to me we are defraud- 
ing not only the Government, but also the bona fide recipients of 
the program if we don't do a better job on collecting the loans. 

Later on today, maybe we will find out how to deal with that 
program. 

Mr. Thomas. I think one of the significant things the Depart- 
ment has been doing recently has been to issue proposed regula- 
tions putting a little more pressure on the institutions to do a 
better job in this collection process. 

I think those regulations are now outstanding and I am sure 
they will be discussed later. 

Mr. Ford. Will the gentleman yield for a moment? 

Mr. Erdahl. Yes. 

Mr. Ford. It seems to me the last Congress, we specifically 
changed the law to authorize the Internal Revenue Department to 
give the Department of Education the last known address that In- 
ternal Revenue has on the student-loan person who is in default. 

Is that being used? 

Mr. Thomas. I think it is being used in the collection process. 
Mr. Ford. Thank you. 

Mr. Erdahl. Mr. Chairman, just one other question. One of the 
things that I had thought about, we also talked about that last ses- 
sion. I wasn't sure if it is being implemented or not. One of the ex- 
amples in your report concerns a rather large company and in- 
volves a considerable amount of money. Good auditing in such situ- 
ations would be one that is cost-effective for the Government. 

The question I would have is how does yotlr Department stand as 
far as available personnel. We hear of some reductions in Govern- 
ment employees. Are your auditors being RIFed; I guess to use a 
word around this town, reduction in force? 

Is that going to be a problem? 
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Mr. Thomas My auditors* are nut presently being RIFed, Con- 
gressman. We started this ealendai .year with a staff of about -02. 
Our ceiling at that point was about 304 total staff. 

At the present time, our onboard staff is 272, so we are down 
pbout 30 people, roughly 10 percent. The continuing resolution 
with the cuts, as we are "now carrying it out, will require that my 
staff go down in the vicinity of 23.1 to 2G0 in order for me to contin- 
ue to carry out any kind of an operation. 

Because of the severe problem that we are having with onboard 
staff, relative to the amount of mone> available, I have now in- 
structed my regional inspector* general that when the} finish the 
current audits they have outstanding, that they are presentl> 
working on away from their duty station, they are to return to 
their duty station, and try to find audits to be done at the dut> sta- 
tion because we cannot afford to continue to pa> travel costs. 

Mr. Erdahl. I think that raises very serious questions because I 
think your brief report here makes an argument for the success of 
your operation. I think that most of us and certainly on this com- 
mittee \vho are committed to maintaining adequate student pro- 
grams would also be committed to rooting out, to use the term we 
hear around thit> town, any fraud, waste, mismanagement that 
occurs. 

Can they do the job if they are restricted to home base, so to 
speak? I would think it would be essential that they be out in the 
field to do their job? 

Mr. Thomas. Thev have to go where the problems are, Congress- 
man. 

Mr. Erdahl. I thought >ou jut>t said you were going to tell them 
that they can't travel at all. 

Mr. Thomas. I have to, I can't pa> them and it is a criminal pen- 
alty if I spend more funds than I have available. Consequently, 
the} will have to do audits at the site where the> are located, even 
though those are not the primary targets of where we found prob- 
lems that exist. , 

Mr. Erdahl. I think you have outlined a verv serious problem, 
not one of your making. I hope that someone else in the committee 
or myself follows up on this last point because I think it is rather 
critical. 

Mr. Simon. Mr. Peyser. , 

Mr. Peyser. Thank you, Mr. Chairman. I was just thinking as I 
was listening to vou about the inability of getting >our people out 
that this is a part of the President's progiam on volunteerit>m. We 
could run an ad and ask these people to come in who have been 
abusive. 

Mr. Eudahl. I think you are heading for the President's cabinet. 

Mr. Peyser. Well, you know, seriously, I am upset. I read the 
report ar d I have listened to your comments and I am trying to 
figure out what yotir office has reall} done that relates to the prob- 
lem. I looked down at the bottom the next-to-last page which says, 
cases referred to the Department of Justice. 

I assume this is of a culmination of the work that your organiza- 
tion has been doing. It says that 118 cases have been presented to 
the Department of Justice, of which 72 were accepted, so I gather 
that means 13 were not considered worthy of prosecution. Of the 
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72, .Vs indictments have been returned and 15 have negotiated 
guiltv pleas or been convicted. 

Can vou break down, of that group, whether these were students 
who had somehow cheated the Govern/ient in these programs or 
whether these were financial-aid officers, members of financial in- 
stitutions or how does that of the grtmp that we come down to, 
does this figure of 43 break down as to who was who? What is the 
percentage of students and what is the percentage of other people, 
financial aid people or college presidents, or whoever else has been 
cheating the Government? 

Mr. Thomas. I don't have a breakdown of those numbers exactly, 
Congressman. Of the ."i* indictments, the majority have been stu- 
dents I say the majority simply because, in the one case, we had 
the 21 illegal aliens. 

Mr. Pkyskk. Are they included in that group? 

Mr Thomas. They are included in that group. 

Mr. Pkyskk. So if you took the 27 out of there, you are really 
down to :U oth^r people? 

Mr. Thomas. That's correct. 

Mr Pkyskk. Out of the ttl other people, what would you say the 
percentage of students are? a 

Mr. Thomas. The percentage of students is, it would just be a 
guess on mv part, I will venture a guess to say perhaps 25 or 30 
percent. One of the thing* that we find is that an individual stu- 
dent, an individual student, ever, though he or she commits a 
fraudulent loan in a one-time case, they are generally not prosecut- 

ed . * 

This is so of those cases that were not exempted from prosecu- 
tion. The U.S. attorney, in looking at his or her priority schedule, 
generally will not prosecute a single student for a single fraud 

Mr. Pkyskk. Well, let me ask a question. 

In vour opinion, having done this investigation and even though 
it is still ongoing, do you feel that based on what you have uncov- 
ered, that there are flagrant student violations of the Federal grant 
programs and guaranteed student loans based on what you know 

"' in other words, let's start off with flagrant and if you don't think 
thev are flagrant maybe we can define it down into another word 
that would be more understandable or more acceptable. 

How would vou categorize it based on what you know? 

Mr Thomas. I would sa> that from the information that we have 
available and the investigations that we either have completed or 
in process that there are a large number, 

Flagrant, I think, would probably be an overstatement. 

Mr Pkyskk. How would you qualify large number? Would you 
want to put a percent figure on it? 

Mr. Thomas. No. sir. There would be no way for me to do that, 
Congressman, because the only cases of fraud or abuse that We 
have are those that we know about. 

Mr Pkyskk. Is there a pattern? Because you know. I believe, that 
you have a little over million students involved in the Federal 
grant programs and the guaranteed student loan program. 
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And, iib Mr. Ford mentioned before, the image that has been cre- 
ated by the administrations statements is that out of these 5 mil- 
lion people ripping us off. 

The tich kids are ripping us off, the poor kids are ripping us off, 
and the program is like a sieve. We are not getting anything back. 

Now, we ha\e never been able on this committee to find informa- 
tion to substantiate that belief and in reading your report, I cer- 
tainly don't get the feeling on the cases that you are citing and on 
the information you are giving. Where >ou cite one student here, 
and one student there and there are aliens that are cheating us, 
and that this is something we can condemn a program over. 

I mean I don't get that at all. Maybe I air misreading what you 
are saying here but I understand you have nearl> 90 people as- 
signed to working on this. Is that correct? 

You indicate 2o percent of your staff is involved here and you 
mention 370-some people, so I assume that maybe you have 90 of 
your people involved in this investigation? 

Mr. Thomas. Of the city investigation; no, sir. 

Mr. PEY&tffi. How many people were involved in putting the in- 
vestigation together? 

Mr. Thomas. You are talking about the investigation of the il- 
* legal aliens? 

Mr. Peysek. Oh, no, about everything. Of all the 172 cases that 
we have come up with that the Justice Department has taken, I 
gather that there has been a lot of investigating going on. 

I am trying to find out how much investigating. 

Mr. Thomas. We have a nationwide staff, including management 
and secretarial and investigators of about 70. 

Mr. Peyser. So 70 people have been involved full time in this op- 
eration? 

* . Mr. Thomas. That is correct. 

Mr. Peyser. And out of all of those people and all that work that 
is going on we t>eem to be coming up for each one of them we have 
got one case that ha> been accepted b> the Justice Department. 

My feeling is that there is not a great deal out there. You sa> a 
large number and saj 70 people, over how long a period of time has 
this investigation been going on for all of these things? 

Mr. Thomas. We have been in business since May of 11)80 and I 
■1 ^ came to the Department in the fall of 1980 and that is when we 
began to put the staff together. 

Mr. Peyser. So for nearly 18 or 20 months, with 70 people work- 
ing full time with the whole eountrj involved, with over ?> million 
students under the program, not counting other student aid pro- 
grams, it seems to me like we have come up with a handful of 
cases, and these are people who are not just abusing. The} are law- 
breakers, people who are outright breaking the law and doing it 
with full knowledge of what "they are doing. 

I think if that is the case, Mr. Chairman, we are doing much 
better than I thought we might have been doing on these pro- 
grams. 

Mr. Simon. Would my colleague yield? 
Mr. Peyser. I will be glad to. 
Mr. Simon. Let me follow up. 
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As I read the costs disallowed and questioned, I assume when 
you say questioned these are things where there is a question of 
what is right or wrong, it amounts for the fiscal year to ^5 3 mil- 

h °Since the total program costs about $6.4 billion we are talking 
about less than one-third of 1 percent of the total when we talk 
about costs disallowed or questioned. 
Now, that does not include the student default problem, I recog- 

m From your experience in other departments or as you talked to 
other Inspectors General, it strikes me that this may be an excep- 
tionally good record rather than one that we should hang our head 
in shame about. Or am I reaching some conclusions that I should 
not reach? ' . . . 

Mr. Thomas. I don't think you are reaching conclusions that you 
should not, Congressman. I think that the dollar amounts that are 
showed are the result of audits for a 1-year period that have been 
done primarily by independent public accountants of the student 

•^The^umters that you have recited, the $25.3 million, reflect 
that effort. 
Mr. Simon. Thank you. 

Mr. Bailey. . . 

Mr Bailey I have a couple of questions for you, Mr. Inspector 
General. And I would like to preface this by telling you that we 
have had some rather heated discussions on the committee con- 
cerning misapplied or that word in the law that seems to indicate 
that a substantially wealthy person might obtain funding tor their 
college student and instead of applying that to the college student s 
education might simply buy money market funds in order to take 
advantage of the low cost. , »u 

And we have made certain changes in the law during the last 
session through the resolutions among much wailing and moaning 
about whether the remaining need or income limits should be ap- 

Pl As' Inspector General do you look at income limits or remaining 
needs as an aid in inspection toward misapplication of funds or is 
that misapplication so difficult to .determine that with your 70 
people nationwide you have to really go after the larger cases? 

Would you care to comment about that? . 

Mr. Thomas. The investigations that we have done are primarily 
the result of some kind of allegation that we have received of 
wrongdoing. And as a consequence, generally speaking, there has 
been a reason to believe on somebody's part that there is some- 
thing wronr before the case comes to our attention. 

The 70 people that you mentioned and I believe Mr Peyser men- 
tioned earlier relate to the number of people that we have through 
all the programs not just the student aid program, although the 
majority of the staff is involved in the student aid activity. 

Mr. Bailey. Do you have other activities that you are working on 
in addition to these? 

Mr. Thomas. Yes; that is right. 

Mr Bailey Andtfs you indicated, you cooperate with the Justice 
Department. You really don't have time, manpower or incentives 
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to go after individual people where it might be very, very difficult 
to prove that they misapplied mone>, whether they really were ap- 
plying this money as people indicated, whether they bought a 
sports car with or not, even though that is the intent? 

You don't have the Lools to accomplish that, do you? 

Mr. Thomas. It seems to me, Congressman, that there may be 
two issues here that you are dealing with. 

Let me see if I can separate them in my own mind. If we did not 
have an indication that a person obtained the funds through an il- 
legal process then we probably would not look at how the funds 
were spei t at all as part of our* investigative effort. 

So it would only be in followup of the person who had gotten 
those funds illegally that we would be involved irra specific student 
loan or grant. And our concern there would be primarily on wheth- 
er or not there is any criminal act committed by that individuals 
obtaining those funds from the federal system as opposed to where 
those funds were used. 

Now, as a general rule we would not have gone out to look at a 
case and see whether or not a person had used the money for 
money market certificates or for a sports car unless there was an 
indication that he had obtained those funds in an illegal fashion. 
That is not the kind of thing that we would normally do. 

Mr. Bailey. And that, I think, is of substantial public concern 
about the college program. 

Thank you for your comments. I hope that if you uncover during 
your investigation of these large numbers of doubtful claimants 
that your inspection procedures indicate better reforms that we 
can make. 

I hope that you will continue to indicate those to this committee. 
Thank you very much. 
Thank you, Mr. Chairman. 
Mr. Simon. Mr. Weiss? 

Mr. Weiss. Thank you very much, Mr. Chairman. 

Mr. T nspector General, is the investigation or followup un default 
at all touched upon b> vour department or is that handled by other 
people? 

Mr. Thomas. That is generally handled b> other people. We 
would do an internal evaluation as part of the process of internal 
audit. We have not yet done that. 

Mr. Weiss. I think that the reason that you are feeling some ex- 
pressions of frustration is not because of your work but because of 
the political use to which this whole issue has been put, allegations 
made without substance, distortions, so that when you read the 
headline you get one impression. 

You read the stor> in the press and >ou get an entirel} different 
impression. 

As far as I am concerned within the realm that >ou have been 
assigned to do work, you are doing good work. And what you, I 
think, are demonstrating, and you can tell me if I am correct, is 
that which has invariably come forth in all the IG investigations 
which is that the bulk of the fraud is not by the recipients, that is 
the hea\> fraud, the fraud that costs money, but by some element* 
of providers or third parties who decide that they are going to get 
in the gravy. And that, in essence, is what you have found as far as 
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tin* cases that you have sent U> the Justice Department as far as 
the dollar value of the eases that you referred, is not .that so? 

Mr. Thomas. I would say that is very definitely so; yes, sir. 

We have focused, in some cases, on the institution, on a particu- 
lar proprietary school that has abused the system and, therefore, 
all the students or the majority of the students for that institution 
And those are the kinds of cases that we have worked with with 
the Justice Department. Those are the cases which have taken the 
largest portion of our staff effort. 

Mr. Weiss. The Bell & Howell case, it is hard to really under- 
stand what that case is, about but apparently almost $4 million is 
being returned to the Government that was improperly gained by 
that company or officers of that company; is that correct? 

Mr. Thomas. Yes, sir. 

Mr. Weiss, And through some kind of fraudulent or mappropn 
ate illegal means, yes? 
Mr. Thomas. Yes. 

Mr. Weiss. And then \ou cite some examples of problems, and 1 
am shocked that in the first instance the excess interest was taken 
by the Statt 1 guarantee agency because it was, in your words, "al- 
lowed bv current regulations." 

So tlVat was not an abuse of the system but a vagueness in the 
regulations which appropriately and properly allowed that agency 
to choose whichever system was more beneficial to it; is that cor- 
rect? 

Mr. Thomas. That is correct. They were options of different 
kinds of processes and the agency to whom the loans were sold 
used one and the unt to whom the loan was made used another 
and it resulted in different results for a period of time. 

Mr. Weiss. And it is perfectly within the law and you have made 
recommendations to tighten that up so it does not continue? 

Mr. Thomas. That is right. 

Mr. Weiss. And the last item, the cash management practices ap- 
parently you say there may be $11 million in excess interest costs 
involved. . 

I assume that that, too, was money that was retained properly 
but to the detriment of the Federal Government; is that correct? 

Mr. Thomas. It was obtained properly h one context. E\en 
though there are rules that say you should only draw down a short 
period of time for usage and, in fact, greater amounts were drawn 
down. So as far as an illegal act it was not an illegal act It was a 
judgmenfealk I would say. 

Mr. Weiss. Right. 

Mr. Thomas. That report has not been issued yet. We have 
issued drafts and generally the management of the department 
supports thn recommendations that they are making and we antici- 
pate that this will be tightened up. a m 

Mr. Weiss. Ha\e yoti had discussions, incidentally, within the de- 
partment as to what happens to your operation upon dismantling 
of the department? , . . 

Mr. Thomas. It is my understanding that a decision has not been 
made as to exactly what kind of reorganization will come about In 
mv formal discussions I have an indication that if there is a new 
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educational organization that there will be an Office of the Inspec- 
tor General within such an organization. 

Mr. Ford. Will the gentleman yield? 

Mr. Weiss. I would be pleased to yield. 

Mr. Ford. After reading the other day that there are some $600 
million this year in oil and gas royalties that were not paid on 
Indian tends and other Government-owned property that maybe 
the Interior Department could use your 70 investigators over there 
because yov could really collect some money for us if we put you 
over there. 

Thank you. 4 

Mr. Weiss. Together with the Department of Education? 

Mr. Ford. Well, they are not making much money here but it 
looks like you could pick it up by the hundreds of millions over at 
Interior if you catch these guys who are plugged into our Indian 
lands and not paying for the oil. 

Mr. Bailey. We will call it f he Oil and Gas and Indian Education 
Foundation. 

Mr. Weiss. But I gather that they are scheduled for elimination, 
too. So maybe you will go into business for yourselves, I don't 
know. 

Thank you, Mr. Chairman. 

Mr. Simon. Mr. Thomas, if I may just follow up on the last ques- 
tion by Mr. Weiss, this $11 million in excess interest, in your 
report I note that you refer to this as caused by poor cash manage- 
ment practices in student financial aid programs. 

From your observation of personnel we have "in these programs 
operating like this, do we have a good balance, and I hope the 
bookkeepers in here will forgive me, between hard-nosed bookkeep- 
ers and education policymakers in the office so that we can av\>id 
this kind of a mistake? 

I would just be interested in your impression. 

Mr. Thomas. I don't have any reason to think otherwise, Con- 
gressman. You are talking about now, in the department? 

Mr. Simon. Yes. 

Mr. Thomas. The people that I have been working with have ex- 
pressed an extreme amount of interest in taking actions and they 
demonstrate to me the ability to take those actions so I don't have 
any reason to think otherwise than what you said. 

Mr. Simon. Have you, in any way, received any political pressure 
to do or not to do things as an Inspector General? It is just a very 
general question. Q 

Mr. Thomas. Absolutely not; no, sir. 

Mr. Simon. Then, finally, ana this has nothing to do with the im- 
mediate questions in front of us but one of the bills that is before 
this subcommittee is one that affects DQ University, an Indian uni- 
versity in California. 

My understanding is that you have some studies going on regard- 
ing that institution. Are you at liberty at this point to indicate 
what those studies show or can you indicate how soon the subcom- 
mittee can have the results of those studies? 

Mr. Thomas. The basic field work, Mr. Chairman, has now been 
completed and the staff is in the process of bringing together a 
draft report. 
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• My feeling that until such time as we have had them bring 
together that draft report to make sure that the points are well 
stated and well founded that at that time we will be giving a draft 
of that to the auditee, in this case DQ University, for them to go 
over and make sure that they do no # t have any additional informa- 
tion which we did not have access to or did not consider in our 
audit process. 

And once we get that information then we would be happy and 
willing to sit down with you or your staff and share with you the 
results of that. 

Mr. Simon. So we are talking about 6 weeks, roughly, or what 
kind of timeframe? 
Mr. Thomas. I would say ground 6 weeks would be satisfactory. 
Mr. Simon. Mr. Ford? 

Mr. Ford. The first question is, have you encountered any abuse 
of the student financial aid programs that you have no*, been able 
to reach legally? * . 

In other words, do we have any gaps in the law? Is it possible to 
abuse the program and not violate the law? 

Mr. Thomas. Off the top of my head, Congressman, I can t think 
of anything that would fit that category. 

Mr. Ford. Well, one of the.problems we have and I have read the 
sections of the law to so many Members of Congress that I really 
ought to remember it. , 

On October 3, 1980, we added to title 20 United States Code, sec- 
tion 1097 Criminal Penalties, and made it a felony, as a matter of 
fact, for people to do the kind of things that have been described in 
your examples even when those things would also be a violation of 
State laws such as the embezzlement you talked about. 

Obviously, the person who did the embezzling could have been 
prosecuted in the State courts without the Federal statute but the 
statute says that: 

Any person knowingly and willfully embezzles, misapplies, steals or obtains by 
fraud, false statement or forgerv, funds, assets or property pro\ided or insured 
under this Title shall be fined not more than $10,000 or imprisoned for not more 
than five years, or both. 

I still find that as a result of new people in the administration 
assuming that no one in Washington ever cared before they got 
here whether people violated the law or not that they don't know 
that it is a felony to do the things that they say are being done on 
a wholesale basis out there by young people who are abusing the 
program. ' 

And if you r.un across a case where you see an abuse and the 
U.S. attorney is telling you that wc have not got tough enough 
with 3 years in prison and $10,000, I hope you will let us know so 
we can toughen»the law up, because Mr. Simon and I are two of the 
great law and order members of this body. 

In your report submitted earlier, the semiannual report to Con- 
gress, after reviewing the numbers of things that you were doing in 
the Office of the Inspector General, on page 23 you have a heading* 

Student Financial Assistance 

Student Financial Assistance programs are administered b> the Office of Educa 
tion to provide financial aid for individuals or training beyond a i..gh school level 
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Financial uul |«»m*lt*l m 1*M u pn^iitril abuut I bilhou in *u«tnts. tntm'M un 
loans. guaiatiUtHl 1«mh> ami tMrmntfs on work >t ud v program* 

Then >ou go on to enumerate the problem* that you found, the 
first one, ia> different interest computation methods in excess of in- 
terest pa>ment and you indicate that the Department of Education 
paid ?34ii,OIM) in excess interest during the period April 1977 to 
September 1980 because of the different interest computation 
methods usedjby the lenders and the Student Loan Marketing As- 
sociation of this State. 

We estimate that a* much as S4 millijn in excess pa>ments maj 
have been made nationwide from 1073 to 1971), SI million over 4 
>ears. But, ne\ertheless, that appears to be an auditor's quibble 
about how bankers compute interest, something that would prob- 
ably be incomprehensible to me if you tried to explain it to me. 

M <b) Poor cash management practices in student financial aid 
programs resulted in unnecessary interest costs of $1.3 million. 

"id Abuse of student financial assistance programs by two pro- 
prietary colleges resulted in termination and proposed fines of &5 
million/' 

And then, "ul>, erroneous interests of $2 million paid by ED. The 
Education Department erroneously paid lending institutions $2 
- million in interest for loans that they paid to the Student Aid Mar- 
keting Association." ' 

Again, it sounds like the bankers and auditors are quibbling 
about what is right. They don't allege any illegal activities here. It 
appears that the administrative errors here cost far more than any 
of the cases vou ha\e enumerated w ith respect to fraud and embez- 
zlement. 

That, indeed, the argument about the interest rate differences 
here totaled more millions of dollars than all of the cases y ou have 
enumerated of people who have been discovered to have deliberate- 
ly stolen from the program, 

. "iet, ED. overpaid State agency $2 million for losses on defaults 
of guaranteed student loans." 

Again, an argument between the State-guaranteeing agency and 
the Office of Education on what the proper amounts would be. 

What I find here is in this report not one single mention of the 
misapplication of funds such as Mr. Bailey mentioned a few mo- 
ments ago as one of the things I came across. 

Although in this report you do talk abovit the 27 aliens and it is 
interesting that today you talk about them as illegal aliens but in 
your report to the Congress you did not call them illegal aliens, 
you called them nonresident aliens. 

Can you tell me what the difference between an illegal alien or a 
nonresident alien is with respect to the student aid program? 

Mr. Thomas. No, sir, I guess I can't. I am not sure that there is a 
technical difference in the terminology that was used there. 

Mr. Ford. Well, there certainly is a technical difference. It hap- 
pens every day in my district. I have Canadians who drive legally 
across the bridge every day and w r ork at the Ford Motor Co. Wei!, 
they did when we were still making cars. 

But before the depression, people drove from Canada every day 
to work. They had a green card. They are nonresident aliens but 
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they are legal aliens and you are using artful terms. You are the 
No.* 1 Inspector General over there. * t , , « 

These are terms of art that even a lawyer as inexperienced as 1 
am can recognize have, some meaning, and it seems to me that it 
we have got a glitch in the law that lets people sneak across the 
border I had better be careful because I air. right on the CanaQian 
border and those people are going to be sneaking over getting an 
education at our expense. 

Now, would you find out what the difference is between the time 
you filed this report in 3e?tember when you referred to the 11 
cases as nonresident aliens and now in your testimony to us and 
your formal statement you refer to them as illegal aliens and, 
indeed, does it make any difference if they are aliens whether they 
are nonresident or illegal with respect to getting the student loan' 

I think that since you us* that as one of your prime examples 
and the only one that has any substantial evidence of students 
themselves participating, in a sort of massive effort— 27 of them 

It has alarmed you enough Su that you indicated earlier that you 
intend to pursue this problem to other parts of the country, I 
assume you are going to go to Buffalo, N.Y., and see how many 
people come across Niagara Falls and ga to Buffalo Community 4 
College. And the University of Detroit and Wayne State University 
commuting by bus from Windsor all up and down our borders, 

Most of the time we talk about illegal or nonresident aliens 
around this country you are talking about Mexicans, Cubans, Hai- 
tians and other kinds of people who tend to irritate some part ot 
the population and certainly have got this administration upset 
But in my part of the country tlv chances are 99 out ot 1UU that 
they are nice Canadians who up until now hr.ve been our friends 

and allies. . ♦ .„ r ,, 

I wish that you would tell the committee, if not now then tollow- 

mg the hearing, what the significance of illegal or nonresident 

aliens accessing this program really is. 
Mr. Thomas. All right, sir. I will provide that for you. 
[The information follows:] * 

U.S. Department ok Education, 

Office of Inspector General, 

February M t98>. 

Chatman. sTtKommtftee on Postsecondary Education, House of Representatives, 
Washington IXC ' 

Dear Mr. Chairman. Tnis is m response to your letter of January 28, 1JW, re- 
questing additional information on the activities of my office relative to audits and 
mvt*ti«ations of student financial aid programs. The clarifying information you re- 
quoted and specific answers to questions raised 'are attached . 

Please excuse the delav in my response. Unfortunately, we did not receive your 
letter in this office until February 22, 1982. 

Sincerely ' James B, Thomas. Jr. 

Enclosure , 
Question From Mr. Simon 

Question I What is the difference between •'questioned" and "disallowed** expend- 
iture^ A definition of, vour use of each term would be helpful, " . 

Answer Questioned costs are costs incurred by a grantee or contractor on be hall 
ot ED-funded activities but, because thej lack adequate supporting documentation 
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or written policies . . piucedures, etc . aie questioned by the auditor. In other words, 
these are <osts iui winch the uuditoi is unable tu express an opinion regarding their 
eligibility or allowability ED management officials must determine what actiun to 
take on the questioned costs based on the auditor V explanation of the finding as 
well as on subsequent evidence provided by the auditee that the costs wort* support 
able and allowable under the program regulations If costs questioned in an audit 
report are subsequently determined to be eligible by ED management, the costs will 
be leclussified as eligible and no financial adjustment will be required by the audi 
let If, however, ED management officials determine that the questioned costs have 
not been properly supported or are in fact ineligible, the costs are reunified as 
disallowed and steps taken by ED management to effect financial recovery of adjust- 
ment 

On the other hand, disallowed costs are costs incurred by grantees 01 contractors 
mii behalf of ED- funded activities which are determined by the auditor to be clearly 
ineligible based on law, contractual agreements or ED. State or local agenc> policies 
and regulations. The auditor then recommends that ED management officials disal 
low the costs and effect financial recovery or adjustment. 

Question From Mr. Ford 

Quotum L What is the difference between "illegal" and "non resident" as used in 
your testimony and the Semi- Annual Report to Congress? You should indicate how 
each definition relates to eligibility for or participation in title IV programs. 

Answer In the context of both the Semi-Annual Report and my testimony, the 
terms non resident and illegal" were broadly used to describe non immigrant 
aliens who were ineligible for Title IV program benefits. 

Eligibility requirements for student financial aid are set forth in the 11)81 - U>82 
Federal Studtnt Financial Aid Handbook. With respect to citizenship requirements 
essential provisions require that a student must be one of the following. 

US citizen. US. national, Have an I lol or 1-551 tAlien Registration, Receipt 
Card*. Ptrmanent resident of the Trust Territory of the Pacific Islands, Permanent 
resident of Northern Mariana Islands. 

It a student is not in one of these categories, then the student must have one of 
the following documents from INS: 

I 94 (Arrival Departure Records; with one of the following endorsements, adjust 
ment applicant' . refugee", conditional entrant", indefinite parole". Official docu 
mentation that he or she has been granted asylum in the U.S. or. Other proof from 
INS that he or she is in the U.S. for other than a temporary purpose. 

In the cases referred to in both the Semi Annual Report and my testimony, all 
aliens indicted were non immigrant aliens way alien whose reason for coming to the 
US involves a temporary stay that will end when its purpose has been accom- 
pltshedj at the time they tiled their applications for Pell Grants and, or Guaranteed 
Student Loans and did not meet an^ of the elgibility requirements described above. 
They all falsely claimed to be U.S. citizens on their applications. 

Questions From Mr. Erdaiii. 

QiHstum l During your testimony, you indicated that youi staff has been reduced 
and your tiavel budget restricted. What additional reductions or travel restrictions 
do you anticipate as part of the fiscal year 1083 budget? 

Ansvvei The staff reductions and travel restrictions refened to in my testimony 
relate to problems associated with the limited funding provided under the fiscal 
year 198J continuing resolution The President's* March budget request included 
million. 33." positions and adequate travel funds for our office. The revised 
budget included omy $11 1 million and our OMB ceiling is 304. The continuing reso- 
lution, havvevei. limits our funding to .511 million, U> percent less than the March 
request This condition required that we freeze hiring, curtail promotions, and sig- 
nificantly reduce necessary travel. Thus we have been unable to fill vacancies as 
they occuired oi meet our travel needs. Our full time equivalent staff has decreased 
from MM in January 1981 to „o9 in February 1082. The fiscal year 1983 Department- 
al Budget provides 304 positions and an increase in travel funds 

Quvstum J In your best judgment, how much staff and travel funds do you re- 
quui' to effectively carry out youi responsibilities with respect to Education Depart- 
ment programs (assume no further changes in the programs)? 

Answer The fiscal year 198.1 staffing level request of 301 is the same as our fiscal 
year 1981 and fiscal year 198 J levels. I believe tins hold steady" levels is appropri- 
ate in light of changes we know are coming Aside from any possible changes in 
programs, coming changes include implementation of OMB Circular A- 10-. Attach- 
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merit P. which establishes a single audit requirement for State and local govern- 
ment entities and provides that we build on these audits in any Work we do The 
impact on our staffing needs from A* 102 will be unclear until we gain some experi- 
ence with in. Changes coming also include those resulting from block grant legisla- 
tion already passed for many Departmental programs. In terms of travel tunas 
needed, we believe the $936,000 requested in our budget will be sufficient 
Question J. Could you specify what part of that staff would focus on student aid 

Pr Answer* Our fiscal year 1982 audit work plan provides for approximately 34 staff 
years of audit effort on student aid programs. This represents about It percent of 
our available audit resources. Based on the number of allegations received and cases 
opened last year, we plan to devote about 65 percent of our investigative resources 
to student aid programs. This represents approximately 42 staff years 

Other Questions 

Question L You cited two separate cases where the Department made excessive 
payments to Guarantee agencies. Could you estimate for us how much money in 
excess payments is niade to Guarantee agencies nationwide? 

Answer. At the present time, we do not have a basis for estimating all excess pay- 
ments made to Guarantee agencies nationwide. Where appropriate, however we do 
project the results of individual audits to show nationwide impact In one of the two 
cases cited, for example, we estimated that excess interest payments to Guarantee 
agencies nationwide may have totaled as much as $4 million over a four-year period 

Question I How many Guarantee agencies have you investigated 9 Do you have 
any current ongoing audits involving Guarantee agencies and the amounts of 
monies they receive from the Department of Education or collect? 

Answer. We have issued audit reports on two Guarantee agencies An audit report 
on a third Guarantee agency is in draft. We are currently doing audit field work at 
a fourth agency. Our work plan for fiscal year 1982 calls for audits of four more 
agencies however, this number will probably be reduced because of the hiring 
freeze and travel restrictions. In the central office, we are reviewing the current 
need for advance funds provided to Guarantee agencies in the past 

Question J. Overall do you have any estimate of how much money or what per- 
cent of total Federal monies going to institutions or Guarantee agencies are exces- 
sive? How much of this do you feel is deliberate fraud and abuse as compared to 
administrative inefficiencies and errors? 

Answer. We do not have an overall estimate of excessive Federal monies that go 
to institutions or Guarantee agencies. However, regarding the Pell Urant program 
a draft report prepared by an ED Contractor entitled "Quality in the Basic Orant 
Delivery System" identified widespread errors. This report indicated that 7d percent 
of all grant disbursements were in error and net disbursements to studente included 
overawards of $572 million and underawards of $119 million or a total of 54od mil- 
lion in net overawards. „, A u„ui» fu« 

Mv personal belief is that the majority of all excess funds paid are probably ; the 
result of administrative inefficiencies and errors. However, the incidence of deliber- 
ate fraud and abuse may well be above tolerable levels. We do not at present have a 
scientific basis for providing estimates, 

Question I Generally, how long does it take the Department to act upon your rec- 
ommendations? How actively do you monitor whether or not your recommendations 
are being followed? , „ .... 4 i 

Answer. Generally, the Department is trying to close all aua.ts within six montns 
As of Januarv 31. 1981, 535 or 33 percent of the unresolved 1,617 reports on hand 
were over six months old. This represents a significant imPf oVe "} en L°t Ver 5 he n' 4 
unresolved audits over six months old reported as of September 30, 19*1 and reflects 
the Department's commitment to remedy this problem. 

The Office of Inspector General has been actively monitorirg the audit resolution 
process In this regard, we provide the Secretary and the under Secretary with 
monthlv status reports on unresolved audits along with a brief analysis and aging 
schedule of all open audits. Additionally, where necessary, we specifica ly follow up 
with individual offices that are experiencing delays or difficulties in resolving old 
audits Also, we are nearing completion of a formal audit resolution system which 
should further improve the timeliness with which audit reports are closed 

Question .5. Have you conducted any investigations into Pell Urant overawards 
Do you plan to do such an audit in the near future? . .« . . . P D „ 

Answer We have not conducted any audits wholly devoted to the subject of Pell 
Grant overawards. We have, however, included audit steps to detect overawards in 
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our audit* uf the student aid piuKrams at institutiuns. Steps aimed at detecting 
uverawaids are aUu alluded in the audit guide fur independent public accuuntants 
fur use in their audit* of institution* participating in the Pell Grant program. These 
audits are usually conducted biennially, 

In additiun» we are tuf rent 1> surveving Pell Grant appliuitiun processing, award 
validation, payments to institution*, and related activities in the Office of 
Pot»t*econdar> Education We will make a similar survej at the System* Develop 
ment Corporation, the con ti actor which processes applications and produces Student 
Eligibility Reports In determining the specific scope of the subsequent audit of the 
Corporation, we are considering ihe overaward problems cited in the draft report on 
Quality in the Basic Grant Delivery System" mentioned above. We expect to begin 
the audit during the current fiscal year. 

Mr. Ford. Thank you, Mr. Chairman. 

Mr. Simon. I might mention that we would like to submit some 
additional questions to you, Mr. Thomas, for entering in the record. 
Mr. Erdahl? 

Mr. Erdahl. Mr. Chairman, I have no further questions at this 
time. 

Mr. Simon. Mr. Bailey? 

Mr. Bailey. No, thank you. 

Mr. Simon. Mr. Weiss? 

Mr. Weiss. No, thank you, Mr. Chairman. 

Mr. Simon. We thank you very much, Mr. Thomas, for being 
here and for your testimony. 
Mr. Thomas, ^hank you, sir. 

Mr. Simon. Dr. Edward Ehnendorf, Deputy Assistant Secretary 
for Student financial Assistance, accompanied by James W. Moore, 
Director of Student Financial Assistance Programs, William L. 
Moran, Chief of the Pell Grant Policy Section, Joseph Vignone, the 
Chief of the Basic Grants Branch, David Bayer, Chief of Guaran- 
teed Student Loan Branch, and Richard Hastings, Director of the 
Division of Certification and Program Review. 

Dr. Elmendorf, we are pleased to have you. You may read your 
statement or we can enter it in the record and >ou can summarize, 
however you wish to proceed. 

[The prepared statement of Edward Elmendorf follows.] 

Prepared Statement oi Dr Edward M Elmendori-, Depute Assistant Seiketam, 
Stident Finanual Assistance Accompanied James W. Moure, Director, 
Stident Financial Assistance Programs, Richard A. Hastings, Actini. Dikki - 
tor. Division ot Certification and Program Review, David C Baier, Chief. 
Guaranteed Stident Loan Brani h, Division of Polu * and Program Develop- 
mknt. Joseph A Vionone. CiitKt, Basic Grant Branch, and William L. Moran, 
Chief, Police Section, Basic Grant Branch 

I am pleased tu have this upportunit.v tu report tu yvu un the status uf our student 
assistance pcugrams, and sume uf the manage merit initiatives wi have undertaken 
in the Office uf Student Financial Assistance. 

In this academic vear we estimate that sume S,900,000 awards will have been 
niade under OSFA administered programs with expenditures ut tfti,0ti.L7."0,0WO, Let 
me bring you up to date un each of our major programs. 

PELL GRANTS 

The Pell Grant prugram has grown dramatica!l> frum a modest prug*am begun in 
the HC> 74 academic .vear with an apprupriation of $122.1 nullum which enabled 
grants tu be made tu lX.'.oro Mudents In the current >ear we expect tu provide as- 
Mstancc tu approximate! v 2> nalliun students. The aveiage awatd is expected tu be 
resulting nt an estimated expenditure of $2 34(> billion. 

As the Subcommittee well knuws. for a period earl> last year the processing 
s.vstem was stupped arid applicatiuns were nut processed, resulting in a hu^e back lug 
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bv the time |iitK««N^m> ( w,is resuimd We tan happily report thiit by mid miiihiht, 
the backlog had bet ii depleted and pi messing has Mtice proceeded at a normal puce 

We will begin processing applications lor the coming sihool year within J <> 
weeks A Famnv Contribution Schedule lor the IVI1 Grant program was submitted 
October Hi. lt»M. and rejected by the Senate on December 10. IW1 The develop 
inent ot a new schedule was governed by provisions of the third continuing appro 
pi tut ion resolution tor fiscal year l!)s2 That resolution* under which we are now 
operating* speuties that the llK! Ki Pell (irant Family Contribution Schedules shall 
be the same as the li*M->2 Schedules, with the exception ol certain specified modifi 
cations The C ontinuing Resolution also author i/ed tin continued use of separate 
need anulvsis s\ sterns lur the cumpusbused pjogiams for the li>K2 N.'l award year 
The iiual Regulations ior the lUhi-Ki IVll (irant Family Contribution Schedules, re 
fleeting the directives ut the Continuing Resolution and the Resolution o| Disappiov 
al. were submitted to Congres* on December MK If Hi, and published in the Federal 
Register on January »«, 1*»K2 

Consistent with the authority granted in the Reconciliation legislation ot last 
August, we will have a serifs of assessment lates on parental discretionary income 
The rates will range in lour .steps fiom 11 percent for the first $a,000 to 2a percent 
lor income above $l.\UOO The asset leseivc has been raised for the parents of de 
pendent students ,and lor independent students who have dependents A . piovided 
in the Senate s resolution, there will be a fcia.OOO asset reserve against .#i!n»r person 
ai assets, and ^so.iKMi ag.nnst farm and/ or business assets Hovvevr i the total asset 
reserve that a lanulv can use will be linuted to .$100,00(1 a^..uM all ol their assets 
In addition, the Lunily si/e offset* have been raised ly S percent over those used 
in U> reflect inflation 

Another major modificati««:. ior ioiisi>tent with the Senate resolution, is 

the exclusion ot the student's Social Security benefits and veterans educational 
benefits paid undei chapters .it and Ao of title AK United States Code, in determin 
ing a student s eligibilitv index These benefns will, however, be considered in deter 
mining the amount ol a student s Pell Grant because the total of the student's Pell 
(irant expected tamily contribution, Social Seeuiity. **ad VA benefits ma> not 
exceed the student's cost ol attendance 

0,1'AI 1TY CONTROL sWI>Y 

The finding ot a Departmental Quality Control Study indicate serious errors in 
Pell Grant awards The studv further indicates that most awaid errors are the 
result ol man urate inhumation reported on the application form As the Committee 
knows, the student aid programs have traditionally relied on self reported inform*! 
turn -much of which is of an estimated or projected nature Most of the errors, 
therefore, are not the result of willful and intentional fraud and abuse on the part 
ot students and parents, but can be attributed to an application process with an in 
herentlv high probability of error . , 

The result however, as lound in out study, is that 11 percent of all recipients re 
ported erroneous inlormation which affected their award amounts b> plus or minus 
two dollars or more The total net overpa>ment attributable to erroneous applica 
Hon data l«.»r the UiMi-sl academic year is $2*0 million The reporting of items re 
lating to family adjusted gross income was particulniy error prone 

As a first but significant step in correcting award errors, the Department pro 
poses to expand curient validation efforts to include the requirement that all eligi 
ble applicants submit copies of the In 10 tax forms relating to the Pell Grant apphca 
tion j 

The ellort will locus on two partnularlv error prone items on the student appuca 
t ion -adjusted gross income and taxes paid The central processor will notify all ap 
pi u ants eligible on the basis of unverified data that they must submit appropriate 
loins to the institution thev wish to attend. The institution will then check the ap 
plication against the information on the- HMO and leturn the correct d information 
to the central processor loi reprocessing in those cases where a significant disc rep 
amy i^ found JLinutmg the verification to only two items should serve to minimize 
the burden on nistitutioi s while at the same time achieve significant savings in the 
Pell (irant Program We anticipate tla proposal would yield approximately $I2|J 
million in savings Irom error reduction at a cost to the Federal (iovernment of 
million m cential processing costs and -5a 2 million in administrative allowances for 
education institutions 

We have requested that .<* million of the progtam funds made available under the 
( ontinumg Resolution be lepiogiammed to pay for the additional central piocessmg 
costs and that institutions receive an administrative allowance for §200 per verified 
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application approximately $5 2 million in aggregate-to compensate them for this 
Verification eflurt It .shuuld U noted that thi* request dues nut inert »se the overall 
funding level for the program nor dues it result in a significant redu tiun in indi- 
vidual student awards for academic year 11)82-83. We wuuld alsu note that we view 
this 05 an interim solution fur the 1W2-83 academic year. The Department's longer 
term proposals are Currentl> being de\ eloped and we expect that the> will be an- 
nounced along with the fiscal >ear budget We are hopeful that our request 
will be received favorabl> The saving* achieved from preventing these over-awards 
will allow additional and increased awards fur students whu truly need that assist- 
ance 

STATK sTUDKNT INCENTIVE GRANTS 

We est i matt that in this schoul >ear approximately 307,000 students will receive 
State grant awards averaging §."00 It seems apparent that this prugram has truly 
fulfilled its inctntive rule All states are nuw participating and this vear tutal State 
grant payout will exceed &J0f milliun of which unlv $76.75 million are Federal SSIG 
fund* 

CAMPUS-llASKD 

During this academic year, more than $1.1 billion has been ubligated under the 
three campus-based programs, the College Work-Studv <CWS>, the Supplemental 
Educational Opportunity Grant iSEOG), and the National Direct Student Loan 
'NDSL' programs We estimate that these funds will assist approximately L5 mil- 
lion needy students at 4,300 colleges and universities. 

Specifically, with funding of $550 million, we estimate sume 900,000 student*, are 
being provided work opportunities under the CWS Program at 3,307 participating 
institutions These students earned on an average, approximately $600 tu assist in 
meeting their expenses uf this school year Four thousand, twenty-four schools are 
participating in the SEOG Prugram, with funding of $370 milliun. We estimate some 
5815,000 student* have received grants averaging $600, 

Also during academic year 15)81-82 3,365 institutions received new Federal capital 
contributions under the NDSL program. We should note that 340 institutions re- 
quested no new Federal capital and have gone into vuluntary revolving status An 
additional 370 schools were denied new capital because of then failure to provide 
due diligence in loan collections. In all, a tutal of $761,881,000 was available from 
which we estimate over 790,000 students will have received loans this year. 

We do continue to experience problems in collections. As the Committee knows, 
the GAO came out with a report last fall critical of the high default rate in the loan 
program Earlier this munth, proposed regulations were issued which would prevent 
schools with a default rate over 25 percent frum getting new Federal capital, except 
under specific appeal criteria This measure was taken tu lessen the likelihuod uf 
loss of NDSL funds, to encourage institutions to better manage then loan funds, and 
to base awards On actual collection results rather than on institutional claims. We 
estimate that approximately 800 institutions have default rates exceeding 25 pei- 
cent. 

l^der the terms of the proposed regulations, institutions mav appeal the penalty 
if they can Jiow that the figures do not reflect their current collection effort. 

In the near future, we expect to issue two additional sets of regulations. The first 
would address due diligence requiiements, the secund wuuld deal with loan assign- 
ment specifics, giving institutiuns clear cut procedures for submitting loan paper. 

We would note that the complexity of program administration has increased with 
the changes in interest rates, cancellation provisions and other elements of the stat- 
ute While billing can be consolidated for the student, we cannot consolidate the 
loans because of the different terms. Consequently, institutions must maintain 
action on separate accounts on each loan made. We are consequently unable to 
eliminate the burden on institutions as we have to some extent for student borrow- 
ers. 

GUARANTEED STUDENT LOANS 

The Guaranteed Student Loan Program, the only entitlement program in our stu- 
dent aid portfolio, continues to grow -both in loan volume and cost to the govern- 
ment For example, in fiscal year 1081, 3.5 million student* obtained loans in the 
amount of $7 7 billion - a "whopping" 52 percent increase in the number of borrow- 
ers and a 60 percent increase in the amuunt borrowed. In program costs to the gov- 
ernment, we have a similar situation. Fiscal year 1081 required $2,535 billion in ap« 
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propruted lunik an im lease «T > peieeiit over the prior yeai And ml ess ft rther 
egiMahxe changes me ma.lt- xen rurlv this year, we project that ttObl billion 
be required this year, assuming that Dl dav Treasury bills wil average 11 iJ |* > 
cent for the rest ol this year We would note that with a portfolio of apprac ma • > 
S2(l billion e\erv one percent annual change in Treasury bill rates translates into 
km million m'mogram costs Obvioush, in these days of economic stringency, we 
must examine wavs to restrict these expenditures We hope that working together 
we can come up wuh a legislative package to control the costs of this l>^rani t 

A number of activities and problems in the GSL program warrant vour attention 
We have recently completed a preliminary study of the financial position of the 
guarantee agencies that administer the GSL program in every State except Missis- 
sippi and North Dakota-and I am pleased to state that these two States expect to 
have guarantee agencies operational this spring The incentives enacted into law m 
ItiTb have worked There were onl.v 20 States with guarantee agency programs prior 
to the Education Amendments of l!>7b\ But I think we have provided more than ade- 
quate funding to the agencies to pay their operating costs, build their J^'«*nnd 
cover their current default costs. In addition to Federal funding for these purposes, 
the agencies are permitted by Federal law to charge insurance premiums and they 
receive investment income on their reserve holdings It is clear that many agencies 
can now pav their own way We find it extremely difficult to recommend to the Con- 
gress, funding cuts that affect students and colleges while we continue to improve 
the agencies reserves with more funds than they need We have to look seriously at 
the wav we are now supporting, the guarantee agencies, especially in the area o 
their administrative expenses. A letter has just been sent to all agencies askmg that 
thev work with us in proposing solutions to this problem 

The Postsecondarv Student Assistance Amendments of 1981 made two major 
changes to the PLUS Program It allowed graduate or professional and I independen 
undergraduate students to borrow under that program and also raised the interest 
rate to 14 percent for all new loans. . ... 

Those now statutory change, to the PLUS program have resulted .n some addi- 
tional delay, in some States in implementing the PLUS program Program litera- 
ture, applications, promissory notes, operating forms, computer software, among 
other things, had to be redesigned. In addition, the guarantee agencies had signifi- 
cant other new legislative changes to implement, most on rather short notice, and 
many of which required a major labor intensive effort > order to maximize savings 
of Federal dollars' we had to ask that a very short time frame be provided before 
the new change, became effective. However, in doing so, we recognized that nianj 
administrative problems are created for program participants In an ideal world, we 
would probably suggest cons.derabl> longer periods of time between enactment and 
implementation. Because so many students were able to obtain loans prior _to .the 
effective dates of the various new statutory provisions, the pressure for I LUS loans 
this academic vear has, to a large extent, been minimized However, as the lull 
Impact of these new changes are felt for the 1982-811 academic yen, -and l«P<*<a»y 
if Congress quickly approves our new legislative proposals, the demand tor the 
PLUS program in every State will rapidly escalate. 

As of December 31. 1<>81, the PLUS program was in operation m 2. State* We 
anticipate that it will be operational in every State in time for the UM-M aca- 
demic K«r There are still a couple of States .which require State legislative approv- 
a before thev can implement the PLUS program . And frankly, there are a few 
States where'the guarantee agency has been dragging its feet Commercial lender 
participation and interest in the PLUS program is also a concern Yet, for those 
who are familiar with the history of the GSL program, there was a lot of foot drag- 
ging' bv the States and.commercial lenders in 1065 when the Higher Education Act 
was originally enacted The loan volume and data on guarantee agency pur tin n ; 
Uon I quoted earlier vividly demonstrates that there is virtually no foot dragging 
todav in the C.SLP A lot of people had to work very hard and Congress has also 
' * responded with numerous legislative changes to assure student access to GSM 
loans. While it may require a similar effort to "sell" the PLUS program, we are 
convinced that this 'is the way to go and are dedicated to making ha ellort 

In another area-we plan to submit the GSLP Family Contribution bchedule to 
the Congress in the verv near future. At the same time, this will be published in the 
Federal Register as a notice of proposed rulemaking for public comment We expect 
io propose that, for 1H82-8.S, we follow essentially the same procedures that are in 
effect for the current academic year* the school may use the same needs test that 
it uses for the campus-based student aid programs or it may use a short-form, table 
lookup which was developed very quick y last summer with a magnificent join 
effort of Congressional staff, financial aid administrators, organizational and Mate, 
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representative* .md our own btaff Because of the need to publish the Family Contri- 
bution Schedule as a dual rule as soon as possible, we do not think it appropriate to 
nmke any significant cluing to the oirrent process. To do otherwise would not pro- 
vide sufficient lead time to the schools The only change will be to update the Table 
used in determining a family's financial contribution. However, for the 1983-84 
year, we do expect to modify the current system. In order to provide adequate plan- 
ning tune we expect to publish both the 1982-83 and the 1983-84 Family Contribu- 
tion Schedules at the same time. The same publication will include our proposed 
regulations relating to the verification of the borrowers adjusted gross family 
income This is part of our effort to reduce fraud and abuse in the student aid pro. 
grams r 

And that brings up an additional point. The legislation governing the GSL pro- 
gram has been amended so often and has become so complex that virtually no one 
can comprehend it One of the major goals of this Administration is deregulation. 
Une of the major goals of the previous Administration was to write regulations in 
simple English Neither of those laudable goals is possible in the GSLP with the 
complex legislative base we have to start from. There is much that could be done to - 
simplify the law and I suspect we would be surprised how much 'fraud and abuse" 
could I be eliminated if we did We would be pleased to work with you in an effort to 
clarify and simplify the law. 

I would also like to highlight some of the measures we have taken and are taking 
to improve our administration of these programs and reduce the incidents of waste, 
traud, and abuse. 

SATISFACTORY PROGRfcSS 

As you know the Higher Education Act requires that a student be maintaining 
satisfactory progress according to the standards and practices of the institution in 
the course ot study he or she is pursuing in order to receive financial aid under the 
title IV student assistance programs In a recently published GAO studv, the lack of 
reasonable standards and adequate enforcement at manv institutions "is cited as a 
serious abuse of Federal student aid programs In addition to cases in which institu- 
tions failed to enforce their published standards, this study cites the use of stand- 
ards by institutions which do not adequately measure students' "progress" toward 
their educational objective As an example, students at one of the institutions in the 
liAU study remain eligible for title IV aid according to the satisfactory policies of 
the institution although they are never required to attain the institution's 2.00 
grade point average graduation requirement. As another example, at a studied insti- 
tution due to the institution s policies allowing for excessive withdrawals, a student 
earned a total of only 14 credit hours-during six full-time semesters for winch she 
received $ll,ti4o in title IV aid. 

With the deletion in the Education Amendments of 1980 of the limitation on 
years of eligibility for aid from the Pell Grant and SEOG programs, the establish- 
ment and e orcement of reasonable satisfactory progress standards are increasing- 
ly critical Therefore, regulations in this area are being developed to help ensure the 
integrity of the student aid programs without encroaching on the statutory preroga- 
tive of institutions to establish specific satisfactory progress standards. 

Proposed standards were developed and approved by the American Council on 
hducation the National Association of Collegiate Registrars and Admissions Offi- 
cers and the National Association of Student Financial Aid Administrators to assist 
m the achievement of effective self-regulation by the higher education community. 

lhe regulations we are developing would in general simply equate reasonable 
standards wuh the adherence to policies of good practice as developed and accepted 
by the education community Adherence in general would be demonstrated by con- 
formance with the standards of satisfactory progress set by the institution's nation- 
ally recognized accrediting agency which incorporate certain basic elements devel- 
oped by the community If no agency standards exist, or if an institution is'-not gov- 
erned by an agency, the proposed regulation would require the institution to incor- 
porate mto its standards of satisfactory progress the basic elements developed by 
the jwstsecondary education community. This community-based initiative does not 
affect the institution s statutory prerogative to establish satisfactory progress stand- 
ards but does provide guidelines to help ensure the integrity of the student aid pro- 
grams. 

PUBLIC-PRIVATK LOAN COLI.KCTION KKKORT 

In March of last year Secretary Belfannounced plans to consolidate the Depart- 
ment s defaulted Federal Insured Student Loan (FISL) and National Direct btudent 
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Loan (NDSLi collection efforts to just three of the ten Office of Student Financial 
Assistance regional office,,, and initiate contract arrangements with private coHec- 
t.on agencies to supplement this effort. Th.s move was i made after studies comm. - 
sioned both bv the previous Administration and this Administration found that pn- 
vatecoUec?or4 wereat least as successful as Federal collectors The intend. wneoh- 
dation. which included all documentation transfers was completed in late fall of last 

^fn late summer of 1981. the Department published a Request for Proposals. A 
number ofagenc.es responded with proposals to meet the,* contract ^^nd in 
Proposals were reviewed over a two month period following the closing date, and in 
lnYe^embVr. contracts were awarded to Gulf Coast Services of Houston Texas, for 
collection activities associated with the Atlanta and Chicago regional offices and to 
PavTo American of Columbus. Ohio for collection activity associated with the San 
Francisco regional office. These contracts will result in average commissions of 29« 
pe doltar collected. The initial transfer of 60,000 FISL loans took place, yesterday, 
Sanuary 26 During' the first year of these contracts, the private agencies will re- 
ceTve at least 90$8 FISL loans and 48,000 NDSL loans. The average value on each 
of the FISL loafts is $1.7;i2.00 while the average dollar value of the NDSL loans is 

* 8 flLional collection activity in fiscal year 1981 for the FISL program produced 
A°W m recoveries, compared to $Io.l50,000 in fiscal H» r ]^™ d "JS"^ n r 
rec on activity The NDSL program showed collections of $6,554,000 in fisca year 
E compared to a total of $2,620,000 in fiscal year 1980 "Under the consolidated 
StoSalTructSe. totals for fiscal year 19* !2 thus far show recovery figures of 
$1 :!00 000 in NDSL for the fisst quarter, and $9,554,000 for FISL. 

The Apartment's consolidation collection effort using both private sector collec- 
tion agS and Federal collection forces began yesterday. The ^rategy to be em- 
ployed wd include initial regional office attempts at converting defaulted loans to 
ffi repayment status within 120 days of initiation. If conversion to repayment 
Hot eK I within this time period, accounts will immediately be eligible for 
ransfer to the contracting agencies. These agencies will then have a 15 month 
DerVod during which specified collection activities must be performed At the conclu- 
^on of that trnie those accounts not converted into repayment or otherwise re- 
loWed will be retuned to the Department for final close-out activity We will be 
momtormg the. new collection effort very closely Under the terms of the contracU. 
each contractor will have two of our Department personnel acting as on-site mom- 
tore Their re^poZbilities will include resolution of any program-related problems 
,n addition to ensuring that mandatory collection activities are performed by the 

y^XZle that we have an internal Collections Task Force at work looking 
at ways in which we might further improve our collections etlort, lr j„„„, i „„. c 

F^na lvVl would like to emphasize the fact that the Department ^ education s 
rwnonVib litv for collecting defaulted student loans extends only to NDSLs which 
aSSed y orreferred by institutions and to GSLs which are. made under direct 
FederaKrance-a progVam which is fast phasing out or which maybe assigned 
brKuarantee agencies under a recent statutory provision. The bulk of the resoonsi- 
bflitv for coflectins Ton defaulted NDSL accounts rests w th the schoo s themselves, 
wh le G^SL defoult collection responsibility rests with the State and private nonprof- 
rguanmtee agencies We are keeping a close eye on the guarantee agency, collec- 
1 on effort and we will be proposing regulations in the near future specifying the 

rcum stances underwhichGSL default accounts will be assigned to he Depart- 
ment We will also be proposing legislative changes allowing schools to assign NDSL 
alcounU to heTpartmenl earlier than the two year period now required fallowing 
the S^retarv to set such rules), and allowing Federal recoveries on NDSL defaults 

obi^eus^ ni the program itself. Currently, such NDSL collections must be turned 
over the TVeasS Department, while Federal collectors and contractors are paid 
from GSL collectionsJthus_ unnecessarjlyjncr easing GSL costs). 



AUDITS AND REVIEWS 



As oart of the general effort to prevent fraud and abuse, iostitutions y porticipating 
in the Campus-Based programs were requited, beginning in 1976-77, to have regular 
non Federal audits of the'programs completed atleast once every W»™ J ™£ 
lar requirement took effect for the Pell Grant Program in 1978-79. While this work 
oad Zs Placed a tremendous strain on our review staff we can report . tha, . the 
number of audits c osed rose from 643 in fiscal year 1978 to 1,890 in tiscal year i.im 
Recoveries over the past four years have averaged $5 milhon per year We are now 
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working with the Inspector General tu revise the Departmental audit processing 
procedures in aider tu locus attention un significant audit findings and -educe em- 
phasis on minor types uf findings. This will mean that OSFA can direct attentiun tu 
audits with the mure seriuus prublems while the number uf audit reports requiring 
action is kept within manageable levels. 

In addition, our Program Review Branch has, since the spring uf 1977, conducted 
3.7K0 institutional prugram reviews, which have yielded an estimated $51 ,707,281 in 
liability due the Federal Government. In the spring uf 1979 we alsu began conduct- 
ing reviews uf lending institutiuns Twu thuusand, eight hundred, fuurteen such re- 
views have yielded an estimated savings tu the Federal Guvernment uf $24,454,049. 

We would also note that since 1977, OSFA has executed 95 Limitation Agree- 
ments with prugram participants, initiated (W termination actions and impused 
Emergency Actions un 27 institutiuns tu prevent the likelihood uf substantial loss u r 
funds tu the Department. Since the authority tu fine institutiuns became effective 
un October 3, 1980, we have also initiated fine actions against 12 institutions. OSFA 
has alsu been extremely successful for the past year in litigatiun and negotiation to 
protect the integrity of the Federal Insured Student Loan Program. Almost $5 mil- 
lion was recovered through these procedures. While the li*t of actions is in no way 
comprehensive, I may convey to you some sense of the scope of OSFA's management 
activities. 

I trust that this testimony is responsive to the points raised in your K ter of invi- 
tation I would be ptoased to respond to any futher questions>you may ha.e. 
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STATEMENT OF EDWARD M. ELMENDORF, DEPUTY ASSISTANT 
SECRETARY, STUDENT FINANCIAL ASSISTANCE, ACCOMPANIED 
BY JAMES W. MOORE, DIRECTOR, STUDENT FINANCIAL ASSIST- 
ANCE PROGRAMS; RICHARD A. HASTINGS, ACTING DIRECTOR, 
DIVISION OF CERTIFICATION AND PROGRAM REVIEW; DAVID 
C BAYER, CHIEF, GUARANTEED STUDENT LOAN BRANCH, DIVI- 
si0N OF POLICY AND PROGRAM DEVELOPMENT; JOSEPH A. 
VIGNONE, CHIEF, BASIC GRANT BRANCH; AND WILLIAM L. 
MORAN, CHIEF, POLICY SECTION, BASIC GRANT BRANCH 
Mr. Elmendorf. Thank you, Mr. Chairman, and thank you for 
the opportunity to appear before you and talk about some of the 
accomplishments in the student financial aid program. 

I have only been in Washington for 5 months now and I came 
from an institution as a chief executive. I can see from where some 
of the questions you might ask are coming. I think I can also re- 
spond knowing we had in the Office of Student Financial Assist- 
ance some of the most complex programs I think are in Govern- 
ment today. „ B . _ 4l t , . , 

I think it is a tribute to some of the people around the table here 
that I haye a much different impression of the kind of people who 
support our student aid programs. 

They afe dedicated, loyal professionals who care about students. 
They certainly operate under very difficult circumstances, I would 
say that they have problems which may outnumber the accom- 
plishments in our written testimony but they certianly do not 
outweigh them. , , ... , 

I believe you have before you a written statement which I would 
ask you/ to include in the record. 
Mr. Simon. It will be entered in the record. 

Mr. Elmendorf. Thank you, sir. 

We dstimate that some 9 million awards will be made to students 
under/the Office of Student Financial Aid administered programs 
with expenditures coming to approximately $6 billion. 

In beginning I would sort of like to give you a feeling about what 
my philosophy is relative to student financial aid. 

I think it is shared by more people than not. Basically I believe it 
is thef tfirent and student responsibility to finance postsecondary 
educdticn. They have that primary responsibility. * 

WHenl the cost to attend an institution of postsecondary educa- 
tion,/ however, is greater than the parents* and students ability to 
pay, I believe there is a role for the State and Federal Government. 

In filling that role, what we are trying to do is seek the best way 
to combine the resources that we have to allow access to some form 
of postsecondary education. Secretary Bell has set in place a set pi 
goals for us. I won't give you thdse goals in detail but I can simply 
say that they are simplification of programs, self-regulation where 
possible, consolidation when possible, cost-effectiveness and I could 

g °One of the first things we did tfas try to set forth for the Office - 
of Student Financial Aid a simple understandable mission. Bneily 
paraphrased it is to administer our programs and to deliver in an 
, accurate and timely way to rightful constituents the funds that you 
have entrusted to us. 
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The second part of that mission is to propose alternatives to this 
delivery of student financial aid programs to you. 

We set forth a number of basic general goals. The first of these 
goals and the most important is the accurate and tjmely delivery of 
the programs you see discussed on pages 1 through 12 in the testi- 
mony "Those programs are; The Pell program, your campus-based 
program, the Guaranteed Student Loan program, the Parent Loan 
program, and the State Student Incentive Grant program, 
v On pages 12 through 19 our second goal is addressed and that is 
to focus on the reduction .of waste, fraud, and abuse in our pro- 
grams. * * 
p * I am proud that in pages 12 through 19 we have some accom- 
plishments that we are prepared to talk about today. Those accom- 
plishments focus upon our ability to collect funds from students 
''who have defaulted, to resolve audits prepared by institutions for 
use of student financial aid funds and to, in one way. or another, 
the trust that you give us to manage the funds. 

Given that introductory statement I would lik * now to introduce 
those people who are with me at the table. 

Mr. Vigrione, ori my far left, is the policy branch chief for the 
Pell program. Mr. Moran is the section chief in the policy area for 
that program. Mr. Hastings is the division director for the Division 
of Certification and Program Review where most of our audits, pro- 
gram reviews, and validation efforts are focused. 

Mr. Hastings is also on special assignment to me to coordinate 
the collections effort and to coordinate the validation effort that we 
would like to talk about a little bit later in the testimony. 

On my right is Mr. Jim Moore who I am sure is no stranger to 
.you. He is the Director of all Student Aid programs, my right 
hand, my v left hand and sometimes my history because I don't have 
muc u of a history. ^ 

On his right, Mr. D&ve Bayer, who I am sure you all klujw is the 
policy chief in the Student Loan program. 

Mr. Simon. Thank you very much. 

You say on page 3 of your .statement most of the errors are not 
the result of willful and intentional fraud and abuse on the part of 
students and parents but became attributed to an application proc- 
ess with an inherently high probability of error. 

Students estimate what their family income will be? * 

Mr. Elmendorf. Yes, sir. 

Mr. Simon. Have you done any sampling of what would happen 
if we used last years income and last year s income tax state- 
ments? 

Mr. Elmendorf. I can have Mr. Vignone answer the specific 
question. Let me see if I can't give you an umbrella answer. When 
we talk about errors on the form of not being intentional fraud 
.what we are talking about is two things. One is that the data sub- 
mitted by students is self-reported That kind of information is in- 
herently error prone. 

The second thing and the point you are making is that we are 
asking a student to project into the future what it is that will 
happen. In one case we ask then) to identify the number of broth- 
ers and sisters who will be in postsecondary education 6 months 
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from the time thev submit the application. That is an example of 
the kind of projection of information w 4 e are asking. 

Mr. Vignone, could you answer the question? # t 

Mr. Vignone. Mr. Simon, I think there may be some definition 
of terras needed. We do, in fact, ask for last year's income. That is, 
for 1982 we will be asking for the 1981 tax information. 

I think the thrust of your question is addressed to those appli- 
cants who file after January 1 and before the family completes its 
income tax forms on the IRS deadline of April 15. , 

We have had some studies in the past that have shown that the 
closer we get to April 15, the better the quality of the data. And 
that L true on both sides of April 15. This is an indication that at 
.about that time students and families have their IRS documents 
ready, easy access to them, and consequently use them to complete 
their application form. 

As we move beyond that date, forms tend to get lost. 

Mr. Simon. What if you simply ask for a xeroxed copy or some 
evidence of what that previous income is and if you file between 
January t^J April that you go back to 1980 or a year beforje? 

Mr. Vignone. Those two questions I believe Dr..Elmendorf will 
be addressing in the specifics of our proposal. One of the mainstays 
of our proposal for corrective action is to request a student to bring 
a copy of the IRS 1040 and 1040 A along with the student eligibility 
report when he goes to the school for payment. 

Mr. Simon. And I guess my only hesitancy there is what if the 
family has lost their form? How do we handle that? 

Mr. Vignone. That is going to be a little sticky but in essence we 
are goirig to require it. . . £ 

Mr. Simon. But you are going to accommodate that in some way.' 

Mr. Vignone. Yes. * ' 

Mr. Simon. I read this sentence as I was glancing through your 
statement here, which at first stunned me. It says, ' Forty-four per- 
cent of all recipients report erroneous information which affected 
their award amounts. 4 * ~ ~ ~ " 

At that point I was a little startled and then I read the rest ot 
the sentence, it says, "by plus or minus two dollars or more. 

What if we instead of saying $2 or more we made that $100 or 
more? . 

Mr. Elmendorf. Sir, we asked that question ourselves when we 
got the study. Wp went to a $150 discrepency and the data we have 
on that shows t iat essentially if you have— well, Joe, why don t 
* you provide that? , , An 

♦ Mr. Vignone. If an error tolerance of $150 were used, then 4/ 
percent of the recipients, and I believe I am reading this right, 
were paid in error but,41 percent were plus or minus $2. 

Mr. Simon. So something is wrong with your statistics. 

Mr Hastings. If I understood your question it wbuld be what 
percentage of the students are within $100 of the reported income. 
Is that yo&r question? . . 

Mr. SimON. No, your statement is 44 percent of all recipients re- 
ported erroneous information which affected their reward amounts 
by plus or minus $2 or mare. . 

Now, I am frankly not worried about a $2 error. I think when we 
get into £100 or $150 then you are talking about something signifi- 
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cant and obviously if you go to $100 or $150, you^said it is 47 per- 
cent, then something is wrong with the statistical data tl at you are 
using. : 

Mr. Vignone. The problem I think is in the way it was present- 
ed. The answer to that is that 73 percent of the recipients, were 
paid in error and if you used $150 plus or minus in award error 
then 47 percent oflhe recipients would have been in error. 

Mr. Simon. That still does not add up. If you can send me a clari- 
fying memo I would appreciate it. 

[The information follows:] 

Pell Grant Award Error 

When only application error is considered, that is, student reporting error, then 
41 percent of students were paid in error within a tolerance of plus or minus $2.00. 
If a tolerance of plus or minus $130 is adopced, 24.G percent of recipients were paid 
in error due to application mistakes. 

Mr. Simon. Then, on your request for $5 million of program 
funds made available the continuing resolution being reprogramed 
to pay for the additional processing costs, I understand you are 
before the Appropriation subcommittee on that request today? 

Mr. Elmendorf. Yes, sir. 

Mr. Simon. I have conveyed to our colleague, Bill Natcher, my 
concern. I am concerned that we nibble away on it. Five million 
dollars is not a huge amount in terms of the total program, but if 
we start using the Pell grant program for administrative costs, 
where are we going to stop? And I have to say on that basis I am 
not very enthusiastic about reprograming $5 million. I would be in- 
terested in your comment. 

tylr. Elmendorf. I understand that from the tenor of your ques- 
tions you would like to get into the validation queotion immediate- 
ly so let me see if I can't give you the overview on the study and 
then get specifically to why we are recommending what we are. 

The questions you asked of the Inspector General bother me too 
because I have not found significant cases of willful abuse in the 
program. However, we do have from a study that we have conduct- 
ed for ourselves, as a result of our quality control effort, enough 
nationally based and significantly determined evidence to assess 
the fact that there is a great deal of misreporting in the program 
by students. 

Our determination is that if we can correct the misreporting we 
could, in fact, save $289 million in that net overaward to students. 
That is a significant dollar finding. 

Mr. Simon. $289 million? 

Mr. Elmendorf. $289 million in net overawards to students 
could be saved. It was our opinion that we had to take the initia- 
tive and propose alternatives for savings. 

We have made sever. * ^uch proposals. The first was to have the 
contractor centrally validate applications. 

Timeliness was the issue in that case because the processor could 
not make the necesary changes for 1982-83, if we did not notify 
them with some degree of accuracy by December 30. 

Realizing that that was not going to be possible we chose our 
second best alternative and one which I personally favor; that was, 
to return the authority to the institution to verify all the eligible 
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Pell Grant applications using 1040 data. We would validate only 
two elements. Two elements were selected because they were the - 

. two most critical elements. They are most critical in the sense that 
they could retrieve for us the greatest amount of funds. The great- 
est amount of that $289 million could be saved doing the least 

oamount of work by institutions in the field. 

And doing that, we estimate the cost to us, exclusive of a per ap- „ 
plication verification fee of $2 for the institution, to be about $1 9 
million. That would involve additional corrections, returns to the 
contractor from institutions for new data, and telephone inquiries § 
and so on. It is an estimated figure that we feel is justifiable. 

At the same time, we felt that the institutions should be compen- 
sated to some degree for their work. We estimated that to be about 
$2 per eligible applicant from which we derived a figure of $5.2 
million to be returned to the institutions. \ 
Mr. SiMON. Is time the probLm in asking for that in the Supple^ ^ 
mental? 

Mr. Elmendorf. Yes, sir, if we expect to have that system up 
and running to cover the awards for this yeaj, we will ne<*d to have 
a decision rather soon because we ace now waiting to notify institu- 
tions that this is the appropriate way to go for this processing year 
We would like to effect those savings in this processing year. So, 
yes, it is a rather critical time question. 

Mr. Simon. Finally, two questions on NDSL. In a GAO report of 
September 30, 1981, they report a default rate as of June 30, 1979, 
of 16.04 percent. The report is dated June 30, 1981. I am a little 
startled by the lateness of that date. GAO said 1979 is the latest 
date^for which datd were available. • * 

I guess my question is really a, twofold one. Why doesn t GAO get 
a more recent date? What does it look like now? Don't we have any 
better idea? 

Mr. Elmendorf. It is very close to those numbers. The reason we 
can't get that data in a more timely fashion is because it is institu- 
tionally determined and institutionally submitted data. It comes to 
us as part of the fiscal application for funds which usually is sent 
to us around November. That 1 information is now being key- 
punched and is available. 

Mr. Moore is our expert on the NDSL program and is prepared 
to answer your questions in that area. 1 , 4 * 

' Mr. Moore. Mr. Simon, the most recent data we have is for aca- 
demic year 1979-80. The 1980-81 data, as Dr. Elmendorf indicated, 
is now being moved through* the system and will be available later 

The P Vi?stitutional default rate in NDSL as of June of 1980 was 
11.9 percent. I want to underline institutional default rate because 
it is a term that you will see us increasingly using and that means 
the default rate on paper held by all of the participating Colleges 
and universities. B 

It is true that the overall default rate in the program is 16 per- 
cent. The reduction has come about in two ways. The largest part 
of it is because institutions have assigned paper over to the Federal 
Government. We now hdd about one-third of a million accounts 
which are being fed into our collection system. 
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When those accounts are assigned to us they come off the institu- 
tion's books and reduce the default rate. 

The second is the fact that institutions, through their own efforts 
with billing and. servicing agencies, have cured defaults that they 
have been holding and that has further reduced the rate. 

What we are trying to do right now is to push through new regu- 
lations which with our collections effort and our general urging of 
institutions to take old paper off the shelves should help institu- 
tions resolve a default problem that is 15 years in the making; that 
is, from the sixties and early seventies. 

Having been involved with it one way or another since this time 
in 19G0, I have a rather personal feeling for seeing the problem re- 
solve before I eventually retire from Federal service. 

I can't retire until we get that default rate down to about 8 per r 
cent. 

Mr. Simon. You may be in Federal Government a long time. 

Mr. Moore. We are headed in the right direction, and it seems to 
me that within another year or year and a half we will have the 
institutional rate down below 10 percent. 

Mr. Ford. That makes it about even with the unemployment 
rate. 

Mr. Moore. There is a certain similarity there. I don't know 
quite what it means. 
Mr. Ford. They are passing each other. 

Mr. Simon. Two other questions, Mr. Moore, if I may direct this 
to you. The GAO report shows outstanding loans submitted to you 
of $215 million and collections of $3.8 million. That is not a particu- 
larly impressive number. • 

Mr. Moore. That is right. And the reason for that is that at the 
same time we were picking up all of these assigned notes from in- 
stitutions in 1979 and 1980, we also had mounted a major effort 
with our portfolio of defaulted FISL paper. That portfolio amount- 
ed to half a million loans of a much larger amount. 

Both of those default portfolios are in our automated system 
about which Mr. Hastings can comment in much more detail. We 
hope to obtain the same recovery on our NDSL portfolio. 

NDSL collection actually was a manual process being used at our 
regional offices which is not nearly as efficient as the contracting 
system we have now. 

Mr. Simon. And then Finally, let me just toss the same. question 
out to you. As I was reading the Inspector General's report, it oc- 
curred to me, do we have the right kind of mix in personnel in edu- 
cation policymakers versus people who are watching those dollars 
very, very carefully, the accountants and so forth? 

Mr. Moork. I would say yes, because if one looks at the sources 
of our personnel over the last 15 years, we ate staffed by people 
who have come from State agencies, for example, Dave Bayer from 
t New Jersey in the midsixties. 

I came from California out of the banking community. We have 
people from other Government agencies who have worked with 
credit programs, a lot of the original GSL staff came from FHA 
with a lot of experience in handling long-term obligations and Gov- 
ernment guarantees. 
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We have a number of people with DP background, with account- 
ing backgrounds. Certainly in our policy organizations we have had 
people moving in from financial aid slots on campuses. 

Now the converse is true. We have a number of very capable 
young folks saying goodbye and exiting to go and help the same or- 
ganizations that we got other people from over the years. 

Now, I would say with some Irish luck and good hiring practices, 
we will achieve a fairly decent mix in the agency. 

Mr. Simon. Thank you. 

Mr. Ford. 

Mr. Ford. How many loan collectors do you have? 

Mr. Hastings. During 1981, from March when the Secretary or- 
dered us to rely on private collection agency efforts, rather than 
continuing to do this with total Ftderal employment, we have gone 
from about 1,000 down to 288 Federal collectors on board, I believe. 

Mr. Ford. I am not talking about the individual. I am talking 
about the positions you need to meet the Office of Management 
and Budget's requirement of reduction in the Department and the 
impression that you absorbed 500 or so slots. " 

Mr. Hastings. I can't speak for what the Secretary did on that. I 
donVthink that that was necessarily the nexus of events. 

I can tell you what happened to the SFA staff. 

Mr. Ford. When did you get started with the private contractors 
-to-coHect?- 

Mr. Hastings. The ifiajor contracts were awarded 2 months ago 
and the first day of operations by the private contractors was yes- 
terday, as a matter of fact. . , 

I think what is important to note, however, and this is the point 
that we have made to the Secretary, is that while we had on board 
about 800 fewer Federal employees, we collected virtually the same 
amount of money in fiscal year 1981 as we collected in fiscal year 
1980 with many fewer people. 

Now, there are several reasons for that. One of them is that we 
benefited from an annuity because the accounts had already been 
started in payment and we were reaping the benefits of prior ac- 
tions. But the fact is that we were able to accomplish several 
things. One, we consolidated 10 regional offices to 3 with respect to 
the collections effort. 

That entailed confusion with respect to pieces of paper moving 
back and forth, people being transferred, writing the request for 
proposals and awarding the collections contract, yet still maintain- 
ing those dollars for the taxpayers. The credit for that certainly 
has to go to the fine people in our regional offices, primarily who 
were involved in that effort 

Mr. Ford. Well, the formal statement indicates on page 15 these 
contracts will result in average commissions of 29 cents per dollar 
collected. 

Mr. Hastings. That's correct. r t 
Mr. Ford. They started business yesterday so we don t know how 
ik is going to work out, obviously. Can one of you explain to me 
how it isr supposed to work at 29 cents on the dollar? 

Mr. Hastings. Well, the contractors, of course, get nothing if 
they. don't produce, which is the standard practice when we are 
paying £ commission rate. This is unlike the Federal employees, of 
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course, whom we had to pay whether or not they brought in a 
dollar. 

Mr Ford. The Federal employees, last time I looked, were bring- 
ing in 2 bucks or something for every buck it cost them. 

Mr. Hastings. Yes, and an average rate of 25 percent. 

Mr. Ford. But it is only 29 percent of that which they collected. 
They get nothing for what they don't collect. 

Mr. Hastings. I don't understand. 

Mr. Ford. When they collect the dollar, they get 29 cents instead 
of nothing, so 29 cents on the dollar doesn't mean a thing to me 
because if they cream the business and send you back a paper that 
is hard to collect, you will lose your tail. 

You ought to be at least as smart as Montgomery Ward when 
you pay your bills. 

Mr. Hastings. If you look at it from a cash flow— I don't think 
there is anything wrong with creaming from a 

Mr. Ford. There is nothing wrong with creaming, provided some- 
body else has to pick up the tab for what is left. If you were a 
doctor with a practice out there and you hired a collection agency 
and they creamed the top off and let the rest of your accounts go, 
you wouldn't put up with that very long. 

Mr. Hastings. I see what you are saying. 

Mr. Ford. What protection do you have? 

Mr. Hastings. As you may know, we had two-pilot contracts, one 
ia Atlanta and one in San Francisco, which Secretary Califano or- 
dered us to implement. We learned a little bit from that experi- 
ence. 

One of the things we learned was that collection agencies went 
about this business a little bit differently thafi we had been doing 
with respect to the documentation of the paper necessary under 
the joint standards promulgated by Justice and the GAO. 

So when we wrote the RFP, we learned a little bit from that. We 
required that they can go ahead and cream the paper in the sense 
that they take the largest accounts. first and work them. If they do 
that and it is successful, we all win because the money will be, 
coming back to the Treasury in the biggest amounts first. 

On the other hand, we don't want this paper to be kept by the 
Contractor. The contractor has to give that paper back to us within 
15 months if they have not been successful in getting collections 
started on it. 

Yet we don't want to get that back and start the process all over 
again. The RFP was written with a number of steps required, steps 
which varied with the dollar amount of the loan. The contractor 
has to perform certain minimal specified stepfe on every single 
piece of paper that they have. Our ultimate desire and ou£ point of 
view when we wrote the RFP is that if that paper comes back to 
us, it is either repaid or the person has died, is disabled, he is bank- 
rupt, has been discharged, or the case is right for litigation. 

We move it on to whatever is appropriate under the joint stand- 
ards at that point. That is our desire. Now, whether or not we are 
going to be successful on that, we don't know. 

We do know that we have a lot of people who bid on those pro- 
posals. They said they could do that and they signed a contract 
with us saying that they would do it. 
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Mr. Ford. I am startled at the arguments that you have and I 
just want— though it sounds really great, what requirement is 
there that I don t collect the 10 percent of the easiest money and 
send back the rest and then get a new batch of paper and take 10 
percent of that? 

How much am I allowed to accumulate in uncollected paper 
before they will give me more paper to cream? You said you are 
not bothered with creaming? , 

Mr. Hastings. We have attempted to provide sonu- safeguards in 
that area. We have onsite monitors in each of the three locations 
where the contracts are being performed, Chicago, Atlanta, and 
San Francisco. They will be selectively sampling the paper that is 
in the hands of the contractors now and will be during the first 
year of operation. 

We will be measuring what is happening to that paper and 
where dollars are not coming in. The way the contracts are writ- 
ten, contractors are not guaranteed that we will exercise their 
option to continue their service beyond the first year. 

And if it turns out we have a bad contract, we know what to do 
about that. We can publish the same RFP again and reopen the 
competition if that is necessary. t 

Obviously, we don't think that will be necessary. We think we 
have good, competent folks who know what they are doing in this 
business and who will perform. 

Mr. Ford. I am sure the chairman shares my concern that you 
succeed in this effort because, as you well know, this committee 
put a great deal of effort into forcing the old Office cf Education 
. and subsequently the Department of Education to take the cnrds 
out of the shoebox and put things on a computer and start collect- 
ing loans. I was shocked to discover, as chairman of this committee, 
a few years ago, that we had all of this bad publicity about the de- 
fault rate on guaranteed student loans and nobody in Washington 
ever asked anybody to pay the bill. 

Nobody ever sent a letter and said, by the way, Charlie, do you 
know you owe us some money. When we finally started sending let- 
ters, we discovered it was too late, we didn't know where they 

Those people who did get a lett^a surprisingly large amount, 
just by getting a letter from the Offide onSflbation went into the 
office and got into repayment status. Then "we permitted you to ne- 
gotiate repayment schedules and to compromise balances like other 
lending institutions and then last year W£ gave authority to get the 
recent addresses from the IRS. \ 

Now all of these things over a period of years were a response to 
what this committee perceived to be not only the public concern, 
but our own concern that the integrity V>f the program which de- 
pended on getting that default rate into\a realistic frame so that 
you can understand what the reason was. \ 

Because the implications were that the default rate was extraor- 
dinarily high, vis-a-vis other kinds of credit, and that that was be- 
cause students generally were a nondeserving bunch of creeps left 
over from the sixties who had been stealing from the system. 

We have been fighting against that image lor these programs for 
a long time. I personally feel that the taxpayers out there would be 
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a lot happier in supporting the program if they knew we were 
doing the very best iob possible tc collect 

And I am sure that that is what you are trying to do, but we 
want to make sure we don't get six months or a year down the 
road and then see that we are under fire on these programs be- 
cause the previous put-into-place collection system has now been 
dismantled. > 

Literally, you just have begun that work over there with the col- 
lectors and you have the computers going and now we are going to 
a whole new way to do it. 

I don't Want to see a lot of this paper laying in collection agen- 
cies' bacjc rooms because they are waiting for you to send them 
some new stuff. That is easy to collect. 

One more question about that worries me a little bit; we are not 
allowed to share the IRS information agency with the collection 
agency, are we? 

Mr. Hastings. I am not an expert on the Privacy Act. 

Mr. Ford. It is not a question of the Privacy Act, it is the Inter- 
nal Revenue Code, which makes the person & income tax return 
confidential from all sources, absent that exception we made for 
you? 

Mr. Hastings. We are doing a tape match with IRS before the 
paper goes to the collection agency. 

Mr. JFord. You keep the information you get from IRS in-house 
and you give them an address? 

Mr. Hastings. We send the first bill on it, as I recall the way the 
process is being done. 

Mr. Ford. We don't want somebody coming up with an injunc- 
tion in the middle of this. 

Mr. Hastings. Let me provide verification for the record. 

Mr. Simon. Fine, we will enter that into the record. 

[The information follows:] 

Most Rkcknt Address Information 

The Department of Education submits social secunt> numbers and names uF de- 
faulted borrowers tu IRS annually in order to secure the student s most recent ad- 
dress If the social securiH number matches IRS records, this information is then 
recorded on the GSL'NDSL data base as best address information. 

The loans that are being turned u\er to the collection contractors have these up- 
dated addresses within the individual records and any other address that may be 
available. The contractors do not have direct access to IRS skip trace. This access is 
onh' through the Department, 

The information provided by IRS consists of the borrower's current address as in- 
dicated in the last applicable tax return In the past, if we had a correct social secu- 
rity number on the borrower, IRS would provide us with the firsjt four letters of the 
new name in ca:>es where there had been a name change (borrower married, legal 
c hanger, etc i. It is important U note that we no lunger receive that name change 
information and this has restricted us severely. 

Mr. Hastings. I am glad you raised that issue, because we had 
the same concerns you raised about making sure thai what we are 
doing is not going to result in any sort of diminution of the efforts 
already started. 

The IRS match has been very successful in the last year. We are 
getting a very large percentage of new addresses as a result of that 
additional authority Congress gave us. 

Mr. Ford. Thank you very much. 
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Mr. Chairman, I would like to come back after the other mem- 
bers have had a chance. 
Mr. Simon. Mr. Bailey? 

Mr. Bailey. Thank you, Mr. Chairman. I have only one question. 
Could we have proposals for next year s level of funding from the 
Department of Education? • _ , 

Mr. Elmendorf. I think those proposals will be to you by rebru- 
ary 8, as part of the Department 

Mr. Bailey. Why don t you just go ahead and tell us now.' 

Mr Elmendorf. There may have been changes in the proposals 
that were submitted by us early in the year. We have not seen 
what we recommended since it has gone qut. 

Mr Bailey. I have recently been in Missouri and I have seven 
institutions of higher learning in my district and they seem to have 
some sort of premonition. In fact, they have numbers and they 
wave them in my face. 

Now, why don't I know what they are? 

Mr. Elmendorf. Well, I think the 

Mr Bailey They have been on the radio talking about what is 
going to happen, in my district, before I get there. It is all primed 
and cut for my arrival in Columbia, Mo? 

Mr. Elmendorf. I would -like to have the same numbers. I think 

th Mr7~BAiLEY. Would you like for me to have someone call you? 

lL Mf h ELMENDORF. I would like to corroborate those numbers with 
the ones we sent up. ' ' , . . 

Mr. Bailey. I can go down to last year s and they say that is 
gone, that is zeroed out, this is* billion less, this is 100 million 
less. You have not seen those? . 
■ Mr. Elmendorf. I. am going to have to wait myself until the Ktn 
of February to see those numbers. 

Mr. Bailey. Thank you, Mr. Chairman. 

Mr. Simon. Thank you, Mr. Bailey. 

How many institutions participate in the InDoL.' 

Mr. Elmendorf. Approximately 4,000. 

Mr. Simon. Of that number, how many are over 25 percent in 

de Mr ll ELMENDORF. I think about 800, I am estimating now, prob- 

ab Mr 80 SiMON. How many are between 10 and 25 percent? Roughly? 
Mr. Elmendorf. Roughly 900. 

Mr. Simon. So we have about 2,300 below the 10 percent.' 

Mr. Elmendorf. 1,700 above 10 percent. " 

Mr. Simon. If I am following you, 800 are above 25 percent, J00 
are between 10 and 25. . . 

Mr Elmendorf. We have in there, Mr. Chairman, some institu- 
tions 'that are not now receiving Federal capital contributions-A, 
because they have been denied or, B, because they never requested 
it in the first place, which is a result of the fact that they realized 
the default rate is too high and they could not meet the due dili- 
gence requirements. 

Mr. Hastings. Or because they are revolving. 
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Mr Simon Can you give me a breakdown, using whatever 
figure— I am just trying to get a picture. 

Mr Elmendorf. Yes, sir, I have got that available in the record. 

Mr Simon. Can you just give it to me orally here at this point? 

Mr Hastings. If you look at the 3,300 schools that received capi- 
tal last year, which break did you want to know, Mr. Simon? 

Mr. Simon. Just very rough? 

Mr. Hastings. In 0 to 10 percent, 45 percent of the institutions 
had less than 10 percent. That is about 1,500 schools, 1,484. 

Mr, Ford. You qualified it. Are you only giving us those institu- 
tions who received additional capital last year? 

Mr. Hastings. These 3,200 schools represent schools that re- 
ceived capital last year. 

Mr Ford. As distinguished from a school that has a successful 
program where they have a revolving fund now? Why don't you 
throw the successful ones in the pot? 

Mr Hastings. Because our program's operations folks have the 
numbers on who they gave capital to last year. 

Mr Ford That doesn't make sense. You talk in your statement 
here about ones that have their own program, the ones where it is 
working the way that idealistically we expecteu it u, work in 1965, 
and- those are not covered because it is working. 

Mr. Hastings. I am not sure for what purpose Mr. Simon is 
asking this question. If he is asking this question to determine the 
impact of the new regulation on schools, I think these are the ones 
he wants to know about. 

Mr. Simon. I want to get an overall picture of where we are. I 
gather from your response to my colleagues question that we are— 
and from your earlier response, you are dropping both those who 
are successful and those who are massively unsuccessful who have 
not reapplied. Is that correct, or is that not correct? 

Mr, Hastings. The figure I just read you is based on the experi- 
ence of the 3,266 schools that got capital contribution last year. 
That is the way the computer spit it out. 

Mr. Ford. So maybe it averages out that a school is really bad 
and can t qualify, didn't ask for money and the schools that are 
doing well didn't ask for additional capital. 

You don t know what that means in terms of the percentages on 
this. 

Mr. Simon I would be interested if you could submit those fig- 
ures for the record, including the schools, the 800 you do not in- 
clude and why they, you know, are not included. 

Mr Elmendorf. Could we answer that question from the point 
of view that you need to know or would like to know the type of 
institutions that are affected by the new regulations, those with de- 
fault records over 10 and those with default records over 25? 

Would that be satisfactory? 

Mr. Simon. That would be. 

Mr Elmendorf. I will give you that data now: 782 schools with 
default rates over 10 percent, 800 schools with default rates over 25 
percent, The breakdown, roughly, in the over-25-percent category is 
nearly 58 percent proprietary institutions, 19 percent 2-yeai public, 
about 4 percent 2-year private, roughly 8 percent 4-year public, and 
13 percent 4-year private. 
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Mr. Simon. And that is on a base of how many? Is that 3,200, 
then? 

Mr. Elmendorf. Yes,- 1 believe it is. 

Mr. Ford. Are those percentages based on number of institutions 
without regard to size, or based on dollar volume for your pro- 

Mr. Elmendorf. I believe that is number of institutions through; 

° U Mr. Ford. So we can't assume from that that 55 percent of the 
bad money out there is coming from proprietary schools? 

Mr. Elmendorf. No; I can't make that assumption. 

Mr. Ford. They are generally pretty small, aren t they? 

Mr. Elmendorf. Yes. 

Mr. Ford. Can you punch another key over there and tell us a 
dollar volume of the bad money we are talking about, where it is 

Mr. Hastings. I am pretty sure we can, sir. 
x Mr. Simon. Then, finally, the GAO made seven specific recom- 
mendations. Of those seven specific recommendations, where do we 
ststod upon their recommendations? 

Mr. Elmendorf. In which program, sir? NDSL? 

MrXSiMON. Yes. " . . 

Mr. Hastings. I think we will have to provide that for the 

record* \ 

Mr. Elmendorf. Mr. Moore will have to respond to that, but he 
has had to\ake a call from his secretary. - 

[The information follows:] . - 

\^ Response to GAO Recommendations 

GAO recommendatwiL-RequWe school to comply with the Department's loan 
servicing and collection procedures, particularly with respect to bringing suit 
against defaulted borrowers and submitting defaulted loans more quickly to collec- 

tU Srtmte^R to date.-Tho Department is in the process of tightening its Program 
review effort in the area of NDSL billing, collection andlitigation to more specifical- 
lv pinpoint areas of non-compliance which require corrective action 
* GAO-recommendatwn. -Require schools to monitor results of collection agencies 

"fti taken to datc.-An article is being prepared for the OSFA bulletin, which 
is distributed to all institutions participating in the NDSL program 
GAO recommendation. -Establish limits for the time a loan remains with an 

^ol^tt Ate-A Notice of Proposed Rulemaking <NPRM> has been draft- 
ed incorporating a six-month limit on the amount of time a collection agency may 
work and NDSL account This NPRM is currently in the first stage of clearance 

GAO recommendation.-EslMish an acceptable default rate and suspend from 
the program or withhold Federal funds from those schools that exceed the estab- 
lishd default rate ^ ..... , « n « oc , ? rtM i Ua 

Action taken to date.- An NPRM was. published on January 7 1 982 on the 
NDSL CWS, and SEOG funding procedures. A provision was included in the inusl 
portion of the NPRM providing that institutions with default rates above 25 percent 
wit not be entitled to any new Federal funds. In addition any institution with a 
default rate between 10 and 25 percent will have a penalty applied against the 
amount of Federal funds it will receive. The public comment period ended February 
25 and the final regulation is currently in clearance. 

GAO rccomme/u/a/io/i.-Determine whether submissions of National Direct btu 
dent Loans to the Department for collection earlier than the statutory two year 
time limit would be beneficial to collection efforts and, if so, consider proposing leg- 
islation to allow schools to submit defaulted loans as soon as possible after comple- 
tion of required collection activities. 
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Action takeifta date An amendment to the statute has been drafted and is now 
in final clearance The amendment will be included with other proposed amend- 
ments in a legislative package which will be forwarded to Congress. 

GAO recommendation —Propose legislation to allow credit bureaus to redisclose 
student loan data referred to them if the Department s review shows that such re- 
disclosure is presentl> restricted b> law Should the Department's review find that 
«, present law does not restrict credit bureaus fronv redisclosing student loan default ' 
data, the Secretary should advise schools and credit bureaus of this matter. 

Action taken to date —We have pulbibhed an article in the August/ September 
issue of OSF A Bulletin. , 

GAO recommendation -Assess the economic feasibility of its plan to use private 
collection agencies to insure that their use is the most cost effective means -of collec- 
tion defaulted student loans Any reassessment should consider the potential of 
agency wide application of the collection program presently in puce in one region 
.that is returning approximately $6 for every $1 spent. 

Action taken to date —The Department did not concur with the recommendation. 

Mr, Simon. Mr. Ford 

Mr, Ford. I am fascinated with these new regulations. How do 
you clear these with the fellow at the White House who counts the 
pages of regulations for the Presidents speech record? I have never 
seen a Chief Executive that can rattle off the number of pages of 
regulations, 

I have been here 18 years and it absolutely awes me when I hear 
those people down there, as if you could measure the effectiveness 
and value of programs by the number of regulations. 

Here you are describing those regulations that you feel are abso- 
lutely essential to restore honesty, integrity, and all of the good 
things to the program. How many more regulations have you got 
in the pot at the moment which we are going to have to consider 
this year? 

How many pages are you going to take up in the Federal Regis- 
ter this year with regulations from this excess agency called the 
Departmen t of Education? 

Mr. Elmendorf. The answer to that question, if there is an 
answer to that question, is that there will be as few regulations as 
possible but those that are, be developed, we hope will be under the 
rubric of self- regulation, self-regulatory standards of satisfactory 
progress. These are being developed right now but need clearance 
as a response to the GAO report on satisfactory progress. 

Others will be regulations we feel can improve the management 
of programs and can be of some benefit to institutions and stu- 
dents. I see the reduction of the default rate in the NDSL program 
as a long-term benefit to new students who have not yet begun 
higher education by contributing to the revenues of those funds, 
which are not now there. 

So we have to answer that question. If it promotes good manage- 
ment and self-regulation, we hope to put out more of Jthem. 

Mr. Ford. Now you just said the magifc words and I remember 
what was bothering me about what our former colleague, the 
under secretary, said in the Appropriations Committee and what 
was repeated today about the mandatory requirement that a stu- 
dent applicant furnish the family's income tax return. 

Why can't we rely, as we have up until now, on the same kind of 
self-regulation and simply be satisfied with the affidavit-type appli- 
cation that says: My dad told.me he made $25,000 last year? 
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Whv, with this concern against overregulating and deep concern 
that the Federal Government is in everybody's pocket, peeking ii\ 
their bedroom; ara'we talking now for the first time in£ long time' 
of telling-every family out there that has* children going to school 
that you have to submit to each of the schools they are going to the 
family's income tax* return? , \ 

I think that is a terribly deep intrusion into the privacy of the 
family and I don't think it relates to the obligation of the family to 
support the child's efforts to go to school? 

Mr ElmkndDrf. I would be in your court on that. Information 
should first be self-reported and accurate. Our findings from our 
studies show 'that as much as we would like to trust the accuracy 
of that information, it is, in fact, not accurate. . , 

Mr Ford. The main problem with the accuracy has nothing to 
do with the honesty and integrity of the person making the infor- 
mation. You ask a child at the beginning of the year to tell you 
what it going to be on the tax return in April, and then maybe the 
father gets called back to work or something has happened the kid 
doesn't know about, and what they said in September and what ac- 
tually shows up on the tax return is something different. 

You know, there is no evidence again that we were able to find 
when we looked at this and really rejected the idea of putting fami- 
lies through this, as a matter of fact, the orthodox conservative line 
for years was that the middle-class Americans couldn t get a .stu- 
dent loan without going over, too many hurdles, too many hoops 
and answering too many personal questions about their life that 
the Government had no damn business asking. 

Now here we are, after all of these years of moving away from 
that, suddenly now coming back to the most intimate document the 
Federal Government forces people to file. 

We already intruded on the privacy of that filing last year when 
• we gave the Office of Education the special exemption that lets you 
find somebody by seeing where they are paying their income tax. 
That was, to me, at the time, a matter of some concern and I, raise 
it again today. , , , _ . 

But now you are asking to put in the hands of every employee in 
a public or private institution a copy of the return. 

Why wouldn't a form that contained the necessary information 
repeating what is on the tax return, limited to those numbers that 
you really need, signed by the student as his commitment of what 
the return shows, do the trick? . • 

Mr. Elmendorf. I think that, in fact, is what the program appli- 
cation is now. It is a statement including data from records and a 
certification that the information is accurate. t 

Mr Ford. But you don t have to attach a copy of daddy s tax 
return to the Pell Grant application at the present time? 

r understand you will mandate that? . . P 

Mr. Elmendorf. We are proposing that that application tor 
1982-83 be processed without the 1040, because there simply isn t 
time to do that. , . ,. , 

When it is sent back to the institution, the student is directed to 
send a 1040 directly to the professional student aid officer where it 
is attached to the application and the information is verified. Ihe 
eligibility index, to avoid delays on behalf of the student getting his 
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money Advance payments would be given jto the student so he 
would not be prohibited from enrolling. 

That kind of system, to me, doesn't seem to restrict the system. 
Rather, it allows us to say that data we had is s accurate and the 
student is nor being prohibited from joining the program on a less- 
than-honest basis. 

Thaj: is my major concern with the program. Too many people 
are getting awards that are, in fact, $300 million in excess of what 
they should be. 

That bothers me and I think we have a responsibility at the pro- 
gram office to propose a solution. NOw this may not 'be in your 
\ n*?™ the best solution, but after considered thought, it is the best 
• one we could come up with at this point. 

Mr. Ford. But the essence of your solution smacks of the sugges- 
tion that there is a deliberate attempt to mislead or misrepresent 
the facts. And somebody else here sai i that it usually happens be- 
cause they don t know; they really don't know. 

Now, that is not going to be helped by filing the family tax 
return, But I will tell you what is going to happen, if you want to 
sayo some money in the budget, this is one of the ways to do it. 

Vfe wrestled with this problem for £ long time because several 
years ago we had major lending institutions— we had a real prob- 
lem of availability of guaranteed student loans. So we started 
reallyJtrying to find out why are*th£re parts of the country where 
peoph^von't and types of communities where banks won't get into 
the student loan business? 

We found the single most important complaint that banks had 
was that we made them force the family to bring in a tax return 
♦ and verify a family income as a condition precedent to the eligibil- 
ity for the loan, v - 

» And the loan application was not enough. And banks were using 
that argument wholesale across the country as an excuse for not 
handling that loanjand making it available to kids. 

I am afraid that the anxiety of the ordinary citizen who used to 
believe that the one thing he filed with the Government that was 
secret between him and God and his Government was his income 
tax return. Now we not only are going to get information from it if 
his kid doesn t pay his loan, but we are £oing to have the whole 
thing on file someplace where it is no longer orotected by the sanc- 
tity of the rules of the IRS. 

Now, having said that, I am indicating to you tl.at the last alter- 
native, if there is anyone else available, that I want is something 
that provides that kind of a threat to privacy that inhibits the will- 
ingness of the parent to cooperate with the child in securing the 
loan. 

Suppose the father made $10,000 as a bookie or a numbers 
runner last year If he is smart, he is going to pay his income tax 
on it, but he doesn t want to tell everybody else in the world that is 
how he is making his income. 

That seems to me to be something you ought to try to avoid, and 
I am not so surf* with a little bit of thought that we couldn't— just 
a little bit of trust, not too much, but we might be able to come up 
with an affidavit-type application that gave you the numbers that 
you need and not the details. 
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Mr. Elmendorf, Sir, ' would be more than willing to have that 
kind of system if 1 thought it would work. My problem is that I am 
sitting here with tne Pell grant application in my right hand which 
requires the parent and student both to certify to this statement: 
"All of the information on this form is true and complete to the 
best of my knowledge. If asked by an authorized official, I agree to 
give proo'f of information that I have given on this form. I realize 
this proof may include a copy of my 1981 U.S. State and local 
income tax." 

They realize, also, that if they do not provide proof, the student 
may not get in. , , 

Mr. Ford. That is if you catch somebody you think has lied to 
you, they have in advance agreed and I don't even like that part of 
the procedure, lat they have agreed, if it becomes essential to look 
at the family income tax return, we will bring it in, look it over 
together. . o , 

They have not agreed in there to file a copy of their- return up at 
one of our huge factories student aid offices with thousands of part- 
time students having access to it and God knows what is embar- 
rassing to the family on it. 

I don't think that I want to file a tax return as a congressman 
and everybody see who I owe money to. 

Mr. Elmendorf. 300,000 of those parents and students now do 
submit their 1040 s because they are identified for validation by us 
and they are required to submit those forms directly to, the institu- 
tion. The institution gives a very thorough analjsis of all the ele- 
ments on the form to find out if there is fraud or abuse. That is lO 
percent of the total apgiisa^ts, 

Mr. Ford. Does a person walk in and say, here, I will prove to 
vou I am correct, take a look at my tax return, at least you will 
know if I lied, 1 lied the same way to Uncie Sain as I have to you 

That is one thing. But having a person, as the condition prece- 
dent 10 processing the paper, file and put into the permanent pos- 
session of an institution the family's 1040 seems to me to be quite 
different. , . . . . 

It hab been permissible to ask for that information and even ask 
to see it in the past. It & not something that we just sor 4 of did by 
accident. Over the~year<S this has been argued back and forth 

I wish Mr. Ashbrook v/as here. He is for some a guaranteed 
orthodox conservative who 1 know agrees with me on this and he 
would let you know this is nbt a liberal/conservative concern of 
this committee, but pne of long standing. 

Mavbe we could wbrk out an alternatiye to that. 

Mj\ Elmendorf. I think I understand your point. 

Mr, Hastings, t would point out that the proposal we presented 
to Congress wouffl not reveal to whom you owed money. We were 
only asking for page 1 and 2, which do not have the deductions, for 
instance, don t have schedules A and B and all of the rest of the 
attachments. . 
" Mr. Ford. A very alert person in the audience just asked me, 
how do you know-that the copy of the tax return is legitimate? 
Mr. Elmendorf. We don't. 
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Mr. Ford. You don't know wht.. I filed with Uncle Sam. l ean 
show you what I made out and then my wife refused to sign it be- 
cause I was cheating by ,5,000 bucks so I made out a different one. 

You really are asking 

Mr. Simon. Are we relating history of yourself now, Mr. Ford? 
[Laughter.] 

Mr. Ford. That doesn't give you the integrity or security you are 
asking for, but subjects the honest, overwhelming majority of the 
American people who want to participate in the program to a 
whole lot of redtape, if you will, and bureaucratic intrusion in their 
private lives. 

The payoff is not very good. If I want to cheat by lying under 
oath on an application for a student aid, do you think I would hesi- 
tate to bring you a phony copy 'of a 1040? No; if I am going to go 
that far, I have already committed the felony, why not get another 
, 6 months and make it look good. 

What you would get filed with these people, a copy of the return, 
you couldn't get a copy returned from IRS, this verifies that the 
taxpayer paid their tax according to this return this year. 

You would get the carbon c py that H. & R. Block gave them 
when they had their tax made up. And most of then would be 
honest. 

But the very person you are trying to catch would have certainly 
the imagination to realize how easy it is to get—go down to the 
post office, get ajojextra 1040 and make out a phony. 

Mr. Hastings. To turn around the statement you made a minute 
ago. The problem we are attempting to address here is not that cat- 
egory of people who are going to lie to Us a second time. We want 
to get the tax returns from the people who are giving us the honest 
returns, who have made, in most cases, an honest mistake on their 
application originally. 

That will be corrected. 

Mr. Ford. Why don't you ask them for specified relevant infor- 
mation from the return, rather than the filing of the return? That 
is thi whole point. Ask me what my adjusted gross income was and 
ask how much I paid in State and local income taxes—that is now 
a factor, isn't it? 

And all of the relevant facts that I have disclosed 'on my return, 
let me put that on ap application and sign my name. Don t ask me 
to ask my father to put his tax return on file at Podunk State Col- 
lege. 

Mr. Elmendorf. That is what we are asking for and getting right 
now on this application form, by everyone, signed by student and 
parent. 

That is the reason we have reached the conclusion we have. Be- 
cause I would rather go this way, and believe that self-reported in- 
formation is accurate. Our study shows it is not, in 44 percent of 
the cases. 

And the difference between the, 44 percent and the 71 percent 
error rate is the institutional error rate and we could talk about 
, that if you wish at some later time, perhaps now. 

But we are saying 44 percent of the students are making errors. I 
don't think they are intending to make errors, but they are making 
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errors on their application forms, significant enough to cause $289 
million in over award. 

And the low-income students, at least the trend that we get from 
the data we looked at, is that the lower the income of the student, 
the greater they list their income to be. They, in fact, have under 
awards. 

The converse of that is true as well. Higher income students un- 
derstate their income and therefore, we have an over-award situa- 
tion. It is quite significant. 

Mr. Ford. Have you, in formulating this regulation, talked to the 
people in the student financial aid business? 

Mr. Elmendorf. We have been working with the National Asso- 
ciation of Financial Aid Administrators, Dallas Martin, before 
Christmas, sent a questionnaire 

Mr. Ford. He agreed'to this regulation? 

Mr. Elmendorf. I am sure he will pgree with it. He has not gone 
on record as agreeing to it,,but " . 

Mr. Ford. I bet he wouldn't want you to tell me if he did. On tne 
serious sicje, I feel I may be overly sensitive to this, but I would like 
to know' what some of those old pros around town in this business 
for so many years feel the impact will be? 

Are we buying a whole bunch 6f additional problems for the 
schools? Are we cluttering up the whole process here? What is the 
payoff? 

Is it likely to produce enough to make the effort worth while? 

Mr. Simon. If my colleague would yield, I think this is also why 
we also ought to have the breakdown of not $2 or more, but much 
more substantial amounts. We need an idea of what kind of abuse 
we are talking about arid what may be necessary to correct that. 

Mr. Elmendorf. I might say we are proceeding in collaboration 
wuh the National Association of Student Financial Aid Adminis- 
trators. They are collecting information to the extent to which this 
data is already being collected, in some cases it is being collected 
on a statewide basis for all students attending, in States like Cali- 
fornia. 

Perhaps 2 years ago I would have had the same feeling as you. It 
is a different environment now. More people are supporting this 
because they, I think, feel they are protecting their own funds out 
there. 

Their funds are scarce and they are trying to allocate them the 
best way possible. They are using the 1040, and not just the front 
page, but all of the schedules attached, to sort out who should re- 
ceive the aid, not only for Federal aid, but institutional aid, schol- 
arships, grants, assistanceships. 

My concern also is like yours, when you get information as sensi- 
tive as a 1040 or as an application for admission which has some 
very personal information on it. 

How do you treat that? Under the Buckley amendment, which in 
my institution we followed, was that information held by profes- 
sionals in files and not abused and misused in the institution. 

I would consider the 1040 to be in the same category. It is that 
kind of protection that I think institutions can afford^and would 
afford to this system. 

Mr. Simon. Mr. Bailey? ^ 
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Mr. BAiLEY.Thank you, Mr. Chairman. I don't find your analysis 
of the 1040 unreasonable. 
-Thank you, Mr. Chairman. 

Mr. Simon. You have no further figures from Columbia, Mo., for 
us? 

Mr. Baikey. No, but I wonder if someone in the room might not 
know. Perhaps it is Congressman Ford s friends at the back of the 
room. 

Mr. Ford. I think you are being discriminated against as a 
member of the minority party. 
Mr. Bailey. Thank vou, Mr. Chairman. 

Mr. Simon. We will submitting some additional questions to you 
for the record, we appreciate your being here today, we look for- 
ward to working with you. 

The subcommittee will resume hearings tomorrow morning at 
9:30 in this room. m 7 

fWhereupon, at 4:30 p.m., the subcommittee was adjourned, to re- 
convene at 9:30 a.m., Thursday, January 2$, 1982.] 
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OVERSIGHT ON CURRENT STATUS AND ADMIN- 
ISTRATION OF FEDERAL STUDENT ASSIST- 
ANCE PROGRAMS 



THURSDAY, JANUARY 28, 1982 

House of Representatives, 
Subcommittee on Postsecondary Education, 

Committee on Education and Labor, 

Washington, D.C. 

The Subcommittee met, pursuant to call, at 9:35 a.m., in room 
2257, Rayburn House Office Building, Hon. Paul Simon (chairman 
of the subcommittee) presiding. 

Members present: Representatives Simon, Weiss, and Erdahl. 

Staff present. William Blakey, majority counsel; John Dean, mi- 
nority counsel; and Maryln McAdam, legislative assistant. 

Mr. Simon. The Subcommittee on Postsecondary Education today 
continues its oversight hearings on the Federal student assistance 
programs. We are pleased to welcome several distinguished repre- 
sentatives of the higher education community who will provide 
their perspective and responses to several important issues. 

Jack Peltason, former chancellor of the University of Illinois, 
will lead off our panel today. I want to commend each of the orga- 
nizations and you gentlemen individually for spearheading a re- 
sponse from the higher education community on the subject of 
"satisfactory academic progress" of students receiving Federal stu- 
dent aid. The response of the community is not only important to 
students and the institutions, but to the integrity of the programs 
themselves. Senator Pell, in particular, along with me and others 
on the subcommittee have been concerned about the "quality" 
issues in postsecondary education. 

As the subcommittee elicited from witnesses at yesterday's hear- 
ing, one cannot believe everything you read or hear about student 
aid abuses. Today's testimony is an excellent example of the re- 
sponsiveness of the college and university community to congres- 
sional concerns. 

Also today, we will have the concerns of institutional administra- 
tors and of students about the processing problems in our Federal 
student aid programs. 

Our panel consists of Dr. Peltason, president of the American 
Council on Education, Douglas Conner, executive director, Ameri- 
can Association of Collegiate Registrars and Admissions Officers, 
and a frequent visitor to our subcommittee, Dallas Martin, execu- 
tive director of the National Association of Student Financial Aid 
Administrators. I am very pleased to have the three of you here. 
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Dr. Peltason, we will start with you. For these witnesses and any 
other witnesses todav, we will proceed as you wish. We can enter 
your statements in the record. Summarize tftem or however you 
want to proceed. 

STATEMENT OF JACK PELTASON, PRESIDENT, AMERICAN 
COUNCIL ON EDUCATION 
Mr. Peltason. Thank you very much. I am pleased to be here, I 
will enter my statement in the record, and rather than summarize 
it, supplement it and make a few comments. I want to assure you 
and your colleagues that we have a longstanding tradition of self- 
regulation in the higher education community, but we have been 
accelerating our efforts in the last several years in that direction, 
because we are as anxious as anybody to reduce to a minimum the 
abuses in the programs of student financial assistance. 

We think the most effective way to do that is to get the commu- 
nity sensitive to the problems, to adopt guidelines and enforce and 
implement them, working closely with our colleagues in the De- 
partment of Education rather than to try and enforce inflexible 
. single national standards on the 12 million students in the 3,000 
educational institutions of the United States. 

I can report that we have had considerable success. We have had 
an Office of Self-Regulation since 1978 working with the other edu- 
cation associations. We have now promulgated the self-regulation 
guidelines. Copies of these are available to the members of the 
committee. And let me just mention some of them and show you 
how I think they serve as a model. . 

We have had a problem for some time, for example, in the area 
of tuition refunds. The student loan program calls for a tuition 
refund statement. It has been the contention of those of us in 
higher education that there should not be a single refund policy tor 
each and every institution in the United States. There is too much 
diversity out there. However, we do accept the notion that if you 
participate in a program you have an obligation to have a refund 
statement, and you should publish it -and make it available So 
working with the Department of Education we developed guide- 
lines, and distributed them widely. We have had workshops. Our 
guidelines have been adopted as the official regulations of the De- 
partment of Education. , 

We feel the same approach will be effective, the most effective 
single way to deal with the problem of reasonable progress toward 
a degree. We worked on that problem for some time preceding the 
recent publicity that has been given about some abuses, and I want 
to make it clear that we in no way defend those- abuses and are 
anxious to do all we can to stop them. We think they are not wide* 
spread, but we acknowledge that some exist. 

Our approach has been to develop, guidelines working closely 
with our colleagues from the? Department of Education. Those 
guidelines have been developed. We accelerated our effort after 
talking with Congressman Simon I believe a year or so ago when 
the question came up, I think, during the discussion of reorganiza- 
tion legislation as to whether or not we should put m a Federal 
standard. 
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I assured the Congressman that with reasonable time we would 
give top priority to developing guidelines. They have been devel- 
oped, 10,000 copies of them have tyen distributed. Workshops are 
now being held around the country ,as those responsible for the im- 
plementation of this program are being informed about them. 

Copies of those guidelines are again available to you. They essen- 
tially say that every institution must have a policy. It must have a 
policy that applies across the board. It must have an appeals proce- 
dure, and every institution must evaluate each student at least 
once a year to insure that they are in compliance. It does not try to 
spell out in any mechanical way precisely how to measure reason- 
able or satisfactory progress. 

Let me conclude by saying that having been a dean of a college, I 
know how difficult it is to develop a standard. You can be commit- 
ted to the notion of being tough and holding to the standard, but 
you stijl have to have some discretion to deal with the so many dif- 
ferent kinds of situations tha* develop. 

I remember from my experience at Illinois we had a rule that 
y ou had up to I think the eighth week of a semester to drop a class. 
After that you could not drop a class. You were then committed to 
it, and if you did not do well you failed. 

It is very easy to state that rule, but there were always excep- 
tions. On the beginning of the ninth week of class somebody who 
had some personal tragedy in the family or with some particular 
reason, with the application of good sense and judgment without 
minimizing the standards some compassion and discretion should 
be given, or otherwise that student might be forever doomed to not 
being able to complete the degree. So that discretion I think has to 
be left at that level. 

At the same time you have to insure that those who take Federal 
dollars and administer these programs do so fully conscious of the 
responsibility to see that the dollars are spent for the purpose Con- 
gress intended, and we think we are well launched on that effort. 

I will be glad to answer additional questions, but I think it might 
be more helpful to turn to my colleagues who are heads of the asso- 
ciations most immediately responsible for the development of these 
guideliues. But I emphasize we work with all the educational asso- 
ciations. They have the expertise, they have developed details, we 
have discussed them, they have been widely commented on, and 
they have the actual support of the' whole association of education. 

[the prepared statement of J. W. Peltason follows:] 

Pkbpakkd Statement of J. W. Pkltason, Preuidlnt, Amkrr an Council on 

* Education 

Mr. Chairman and member* uf the subcommittee. I am pleased to have this op 
portunitv to speak With >ou todav about actions of the higher education community 
on standard* of satisfaclor> progress for students receiving federal financial assist 
a nee I have alread> sent copies of the Joint Statement on Satisfactor> Progress to 
ever > member of this subcommittee but I would also wish to insert a copv in the 
hearing record at this time 

I would like to describe briefly oui process of self-regulation and to outline the 
steps we have taken to add less problems regarding campus policies on satisfactory 
progress Mv colleagues, representing the American Association of Collegiate RegL> 
trars and Admissions Officers and the National Association of Student Financial 
Aid Administrators, will offer specific comments on the GAO leport and on oui own 
approach for improving campus policies on satisfactory progress 
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We firxt became aware of problem* with satisfactory progress requirements sever 
al years ago and, tn 1980, following the debate on this subject during passage of the 
1980 Amendments, we moved forward with a self- regulatory approach to their reso- 
lution. These actions are part of a larger program of self-regulation to which the 
higher education community committed itself in 1978. We agreed then that— rather 
than risk further federal involvement in areas which are the rightful responsibility 
of the higher education community— we would work systematically to strengthen 
our own ability to address problems subject to public concern. To do this effectively, 
we have had to mobilize the resources of a good many education associations, to call 
on the volunteer time and expertise of individual campus administrators, and to 
enlist the active cooperation of college presidents in dealing with a wide variety of 
problems. 

Our approach has three key components: * 

1. to develop and distribute national policy statements of recommended practice, 

2. to work together jointly as associations to alert campus administrators to the 
issues and to the need for prompt campus implementation of the national policy rec- 
ommendations; and 

3. tc ask the pertinent association or associations to assume leadership for further 
follow up actions on the subject. Fcllow-up actions may include advisory publica- 
tions and workshops, consulting assistance, development of model policies, or other 
actions designed to achieve full institutional cooperation with the national effort. 

This is an ambitious and serious undertaking, particularly in view of higher edu- 
cation's diversity and its long traditions of campus autonomy. I'm proud to say, how* 
ever, that we have made substantial progress with this effort and have gained wide 
.support among our constituent institutions. To date, we have issued Self-Regulation 
Guideline* on seven topics and have issued longer reports on several other topics. 
One of our earlier self-regulation statements— on fair and equitable tuition refund 
policies— was eventuall> recognized by the Education Department as an appropriate 
means of compliance with GSL requirements on tuition refund. Our recognition of 
the importance of proper campus management of student aid led to the publication 
of both a technical manual and shorter guide on management of student aid. Other 
self-regulation actions have dealt with college policies on student recruitment and 
admissions, collegiate athletics, and the confidentiality of faculty tenure decisions. 
New statements are presentl> being developed to address concerns in such areas as 
foreign student recruiting, ethical practices in college advertising, and privacy of 
employee records. 

On satisfactory progress, we completed the development of a national policy state* 
ment last October. It was developed in close consultation with the Department of 
Education. We understand that the Education Department fully supports these com- 
munity -developed standards and will recognize them as a basis for institutional com- 
pliance with the Departments requirement in situations where state laws or accred- 
iting requirements do not already apply. We are now in the midst of a major infon 
mation campaign to foster immediate campus action to review and improve policies 
on sati&factor> progress. By joint actions among education associations, more than 
10,000 copies of the statement have been issued. Recipients include the presidents of 
all U.S. colleges and universities, as well as registrars, business officers, student af- 
fairs officers, academic vice-presidents, and financial aid officers. We have also 
called it to the attention of accrediting agencies and have asked them to take it into 
account as they review campus policies and procedures. 

. Two additional actions add further impetus to our campaign, the National Associ- 
ation of Student Financial Aid Administrators tNASFAA) has just completed prepa- 
ration of a monograph that offers sample policies and detailed explanations of 
points covered in the national policj statement. Further, ACE together with 
NASFAA and AACRAO have already sponsored a daylong workshop designed to 
ans.ver questions of individual institutions on their policies for satisfactory progress. 

These actions represent a voluntar> community response to problems that we 
have recognized in this area. In this instance, I believe that we have been able to 
move forward effectivel> to correct problems that have come to light, yet in a 
manner that supports local institutional autonom> to the greatest degree possible. 

Mr. Simon. J would like to enter the guidelines in the record, be- 
cause we may be referring to them as we move along in addition to 
the formal statements. 

(The information referred to follows:] 
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ShlV Rki.I WVTluN INITIATIVES CiL NJ KLINES FuH CoLLEL.ES AND UNIVERSITIES 

JOINT STATEMENT UN STANDARDS UK SATISFACTORY A CAD EM K PROGRESS Tu MAINTAIN 
FINANCIAL AID ELIGIBILITY 

The* Education Amendments of 197G required that institutiunb limit federal finan- 
cial aid tu those students who, according tu institutional standards, were in good 
standing and making satisfactory progress. A 197b study uf the management uf fed- 
eral .financial aid programs by the General Accounting Office took serious exception 
to the paucity uf such standards and tu evidence uf institutional nonadherence even 
when standards did exist, 

Senator Pell tD.-R l.J. whu held hearings un the subject uf satisfactory academic 
progress during the development uf the 1980 Education Amendments, proposed a re- 
quirement that students successfully complete at least 7.j percent of their initial 
academic load per term or period. Although he was persuaded not to insist on so 
stringent a requirement, the intent of Congress clearly was to give the education 
community an opportunity to develop effective self- regulatory standards. The need 
for such standards has increased with the recent removal of the limit on years of 
eligibility for receiving Pell and SEOG awards. 

The American Association of Collegiate Registrars and Admissions Officers and 
the National Association of Student Financial Aid Administrators have proposed 
the following guidelines to assist institutions in developing their own standards of 
satisfactory academic progress to maintain federal financial" aid eligibility. In doing 
so. institutions should consider the relation between these standards and other insti- 
tutional policies regarding academic progress. 

A Each institution should take all necessary steps to fulfill the federal require- 
ment to implement and make public the standards for satisfactory academic prog- 
ress that students must meet to be eligible to receive federal financial aid. 

The statement uf institutional policy on satisfactory academic progress for pur- 
poses of continued aid eligibility should be available to all requesting it and should 
be made public through readily available institutional publications. Each federal fi 
nancial aid recipient should be provided with a copy of the institutional statement 
of satisfactory academic progress. 

6. In establishing standards of satisfactory academic progress, each institution 
should respond to the diversity of its students and academic programs. Within a 
given category and program, such standards should be applied consistently to all 
students receiving federal financial aid. * 

Each institution shoud establish standards in accordance with the diversity uf its 
students, fur instance, tu recognize differences in eductiunal objective and between 
full-time and part-time status. On*e / established, such standards should be uniformly 
applied to all students receiving/federal financial aid within a given category For 
example, all full-time students in a given institution and program should be expect- 
ed to maintain the same minimum academic progress. 

C Each institution should establish and announce a reasonable length of time for 
students receiving federal financial aid to complete their educational objectives. 
This time should be consistent with the academic goal of the student and svould 
vary according to enrollment status. The institution s policy on standards of aca- 
demic progress should include a statement of the effect on academic progress and 
financial aid eligibility of course incompletion, course withdrawal, course repetition, 
and lioncredit remedial courses. 

Institutions should establish limits on the amount of time allowed for studenL in 
different enrollment categories ie.g., full-time, half-tune* to complete their objectives 
to be eligible to receive federal financial aid The time established should include 
any additional time needed to complete noncredit remedial courses The institu 
turn's |>olkv should clearly describe the effect on satisfactory progress of course in- 
completion, course withdrawals, and course repetition. A given institution may 
decide to impose a limit on the number of course incompletions, course withdrawals, 
and course repetitions Clock hour institutions should establish a maximum numbei 
of clock hours of instruction for students to complete their programs 

D Piocedures for appeal and reinstatement of aid should be part of each institu 
turn's policy on satisfactory progress and should be readily available in writing to 
all students receiving federal financial aid. When an institution denies aid, reviews 
a case, or reinstates a student who was previously considered not to be making sat 
is factory progress, documentation to justify the action must be maintained 

Institutional policy should clearly describe the procedures foi appeal and rein 
statement, possibly including the conditions under which an appeal may be sought 
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and the procedure* by which atudenU may satisfy the deficiencies that led to ineligi- 
bility. 

E. Evaluation of a student s academic standing and progress to determine federal 
financial aid eligibility should be made before each award period, but no less often 
than once per year. t 

Although some institutions are able to make a formal evaluation of a student s 
progress after each academic term, many other institutions, due to processing and 
time constraints, are not able to do so. If an institution can complete formal evalua- 
tions only onee per year, an effort should be made to conduct more frequent evalua- 
tion/ monitoring during the year. This will be particularly important in situations 
involving a probation/ warning status or with appeals and reinstatement. 

Mr. Simon. Mr. Conner. 

STATEMENT -OF J. DOUGLAS CONNER, EXECUTIVE DIRECTOR, 
AMERICAN ASSOCIATION OF COLLEGIATE REGISTRARS AND 
ADMISSIONS OFFICERS 

. JAr. Conner. Thank you, Mr. Chairman. 

I am going to try to follow my text a little more explicitly than 
Dr. Peltason did, because I am going to try to comment on the 
GAO report specifically in terms of at least some of the misconcep- 
tions that that report may have developed. Our association has a 
long history of cooperation with a good many of the agencies, par- 
ticularly those included in the report, and we feel that self-regula- 
tion is the best 'way to address these problems. As I comment on 
the report I want ip assure the committee that in no way do we 
intend to be defensive, or that my association and the higher edu- 
cation community in general have any desire other than cooperat- 
ing with any and all Federal officials to see that institutions strive 
to insure that Federal aid dollars are used appropriately to proper- 
ly enhance students' educational goals. 

For this reason, my comments will concentrate on GAO's recom . 
mendation that the Congress authorize the Department of Educa- 
tion to issue regulations setting forth general requirements for in- 
stitutions to follow in establishing academic progress standards. 
The self- regulation. initiative prepared by the American Association 
of Collegiate Registrars and Admissions Officers and the National 
Association of Student Financial Aid Administrators and approved 
by the American Council on Education provides a framework to ac- 
complish this recommendation without the specifics that are in- 
cluded as part of the GAO recommendations. In my view, coopera- 
tive voluntary efforts between the Government and higher educa- 
tion seem to be the most effective way of accomplishing this basic 
objective. 

May I now amplify this and also offer some specific comments on 
the report that will illustrate that basic point. 

As I read the report I had to remind myself in terms of the con- 
text of the report that it was an auditor s, perception of what satis- 
factory progress would be, that is in this case an overall "C" aver- 
age, for thfee separate Federal programs which have different ob- 
jectives and requirements. 

First, as acknowledged in the report there are no satisfactory 
progress standards for social security students except that they 
carry a full-time load by the institutions definition. In 1979, 
AACRAO and social security worked out a voluntary (nonreim- 
bursed) certification plan that saved the Government $75 million in 
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fiacal 1980. This illustrates, I believe, the very best in terms of vol- 
untary cooperation between the Government and the private 

sector • 
Second, the VA has very rigid standards on Progress, nonpuni- 
tive grades, changes of program, and full-time status that are not 
only supported by regulation but often are in the law itself. The 
VA had 20 lawsuits before Public Law 94-502 was amended and i 
seems to many of us who worked on that effort unlikely that 
anyone would want to repeat a comparable experience of cement- 
ing standards into law and regulations. Again, voluntary coopera- 
tion such as the AACRAO/social security certification process, the 
ACE/ A ACR AO/ N ASF A A self-regulf.tion initiative on satisfactory 
progress, and ACE/National Association of College and University 
Business Officers' self-regulation initiative on tuition refund poli- 
cies would appear a much better option. 

I would like to give you a few more interpretations in terms o 
poin^of the study that I think will be helpful toward this overall 

aI The General Accounting Office admits in the report they did not 
survey any institutions that were selective in their admissions 
nrocess The 20 they did review included many with open-door ad- 
Es and those institutions did provide flexibility in terms of 
Semic probation, suspension, and so forth, to provide reasonable 
SpSirSes for students to succeed. In fact, many selective ins i- 
tutfons are flexible in not applying the "C" average requirement in 
the freshman year. Some of these institutions then also permit 
such programs as academic bankruptcy, and so forth, and may not 
require an overall "C" average to graduate. Institutions sometimes 
compute a separate graduation average that usually requires a L 
average on all work that applies to the degree. This enables a stu- 
dent not to be penalized for "F's" if he/she passes the course when 
repeating it. Consequently, the overall "C" average standard as ap- 
plied by the auditors is not necessarily a good or fair measure. 

Since the 1960's, institutions developed very liberal course-drop 
policies, nontraditional grading, and so forth, allowing students to 
droo without penalty, sometimes up to the day of final exams. 1 his 
trend i reversing iteelf now, but open-door admiss ons institutions 
may still not have completely revised their policies on dropping 



Last, and I guess this is kind of in the picky, picky vein, I have 
seen a lot of references in the press about coed jogging and ad- 
vanced weight training. I was interested in terms of the bottom 
line as far as that student was concerned because the student reler- 
en^d did graduate. So it is my assumption that those courses in 
some way fpplied toward the degree requirements I say that just 
in pasS because I was interested in how quickly some of the 

"^tSkiSStSS^ in the report that VA payments are 
made directly to the student, and that is not completejy true. The 
VA in the seventies asked higher education institutions in a coop- 
erative vein to participate in advanced pay programs and to deliver 
checks up to 2 months of advanced pay to the veterans upon their 
registration. 
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This process was a factor, perhaps a major factor, in the VA 
overpayment problems in recent years. The premise is that the stu- 
dent is responsible for meeting the necessary requirements of Fed- 
eral aid. Students sign onto this on their Federal financial aid and 
on the VA eligibility forms. Institutions report enrollment, with- 
drawals, terminations, and so forth, but they use their own aca- 
demic standards to monitor students. We think *thp system can 
work this way with the cooperation that now exists between the 
Department of Education and the higher education community. 

Thank you. 

Mr. Simon. Thank you. 

(The prepared statement of J. Douglas Conner follows.] 

PRU'ARKl) STATKMKNT OF DK J DoU.KAs CuNNEtt, EXKI I'TIVE DlKMTOK, A.MKRK AN 

Association ok Coixkgiatk Rkgistkars and Admissions Officers 

The association which I represent, the American Association of Collegiate Retfis* 
trap? i and Admissions Officers, is a national, non-profit educational association 
which is composed of membership of over 2.200 accredited postsecondarv institu- 
tions These institutions are represented bv more than 7.200 individual stall mem- 
bers from the fields of recruitment, admissions, registration and records, student fi- 
nancial aid, and institutional research at the undergraduate, graduate, and profes- 
sional levels 

Traditionally, our association has4iad a close and rewarding working relationship 
with federal agencies concerned with higher education. This has been particularly 
true in terms of the Social Security Administration, the Veterans Administration, 
and the Department of Education Through mutual understanding and cooperation, 
for example, we have been able to bring institutional collegiate staff members in to 
Washington to work on ad hoc *.ouimittees with these agencies in order to provide 
implementation advice on the respective laws with the users' expertise. 

We've been united to comment on the GAO report and"! would like to offer re- 
marks In that regard, emphasizing to the committee that in no wa\ do I want to 
make it clear that the comments are defensive or that m> association and the 
higher education community in general have any desire other than cooperating 
with anv and all federal officials to see that institutions strive to ensuie that federal 
aid dollars arc used appropriate^ tu properly enhance students' educational goals. 

ror this reason. mv comments will concentiate on CiAO's lecommendation that 
the Congress authorize the Department of Education to issue regulations setting 
forth general requirement* lor institutions to iollow in establishing academic pr<ig« 
ress standards The self regulation initiative prepaied b> the Ann-man Association 
of (Anlegiati Registrars and Admissions Officers and the National Association of 
Student Financial Aid Administrators and approved bv t e American Council on - 
Education provides a framework to accomplish this recommendation without the 
specifics that are included as pait of the (SAO recommendations In mv view, coop- 
er itive voluntary efforts between the government and higher education seem to be 
most effective \ya \t >f jieeoin^Jjs h i ngj h i s J>asi_e_objeeJ.i ve _ .__ 

May I now amplify this and also offer some specific comments on the report that 
will illustrate that basic point 

A common standard was applied in terms of an auditor's concept of what satisfao 
Tory progres> m an overall (" average* for three separate federal progianis. with 
different objectives and requirements 

1 V acknowledged in the report there are no satisfactory progress standards for 
soual -eciintv Mudents e.x^ept that they carry a lull-time load bv the institution s 
definition In r.C'J. AACRAO and Social Security worked out a voluntary Mion- reim- 
bursed' certilaatlon plan that saved the government *7o million in fiscal ISIMI, This 
illustrates. I belie.e the u-rv best in terms of voluntarv cooperation between the 
uovrrnment and the private sector 

riu* VA have verv rigid standards on progress, nonrmnitivc giades, changes 
"t i tog? am and full turn* status that ait not »»nlv supported bv regulation but often 
are in the law itself The V A had JO lawsuits before Public Law iU-"»02 was amend- 
i d and it *eenis to manv »>l us who woiked on that effoit unlikely to me that anyone 
would want to repeat a comparable experience of cementing standards into law* and 
regulations Auuiti. voluntary cooperation such as the AACRAO Social Security Or- 
tirrcifion process the ACT AACRAO N ASF A A sell regulation initiative on satisfac- 
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torv progress and A( K- Natiumii Aviation of College and University Business Of- 
ficers self-regulation initiative on tuition refund policies would appear a much 
better option 

A further interpretation on points of the study: , , 

GAO admittedly did not survey any institutions that were selective in their ad 
missions process. Many open door admissions institutions provide flexibility in 
terms of academic probation, suspension, etc., to provide reasonable opportunities 
lor students to succeed. In fact, many selective institutions are flexible in not apply- 
ing the C" average requirement in the freshman year. Some of these institutio 
then also permit such programs as academic bankruptcy, etc. an may not require 
an overall - C"«verag !o_graduati\ The Institutions sometimes compute a separate 
graduation average that usually requires a M C" average on all work that applies to 
the degree. This enables a student not to be penalized for M, Fs if he'she passes the 
course when repeating it. Consequently, for overall "C" average standard as applied 
by the auditors is not necessarily a good or fair measure. 

Since the liMJOs. institutions developed very liberal course drop policies. a!! °w in & 
students to drop without penalty, sometimes up to the day of final exan^s This 
trend is reversing itself now, but open door admissions institutions may still not 
have completely revised their policies on dropping courses. 

Lastly, in the pickv. picky vein, the co-ed jogging and advanced weight training 
courses, the bottom line is that the student did graduate. Those courses must have 
been used as elective hours or the physical education requirement 

The statement m the report that V.A. payments are made directly to the student 
is not completely true the V.A., in the 1970s, asked higher education institutions to 
participate in advanced pav programs and deliver checks (up to two months of ad- 
vanced pay) to veterans upon registration. This process was a major factor in the 
VA/s overpayment problems in recent years. The premise that exists in the V A 
regulations and in Department of Education programs is that the student is respon- 
sible for meeting the necessary requirements of federal aid. Students sign on to this 
on their federal financial aid forms and on VA eligibility forms Institutions report 
enrollments, withdrawals, terminations, but use their own academic standards to 
monitor students. The system can work with the cooperation that now exists be- 
tween the Department of Education and the higher education community 

Appendix I 

Department of Health Administration, 

3 Social Security Administration 

Baltimore. M<L March 17, 1981. 

Mr. J. Douglas Conner, ..... 
Executnc Association of Collegiate Registrars and Admissions Officers, Washington, 
D.C. 

Dear Mr. Conner. As you are aware, over the last two year* the Social Security 
Administration <SSA>, with the cooperation of your organization, has initiated sig- 
nificant changes in the student benefits enforcement operation While all of these 
changes have not been implemented as smoothly.as you or I would have noped tor, 
nevertheless, data available to me indicates the changes have resulted in significant 
improvements m our program. For example, we estimate that the verification re 
quirements, in which your organization plays such a vital part, helped us avoid 
making over $75 million in incorrect payments during fiscal year 1980 On behalf ot 
SSA I would like to thank you. your staff in Washington, and the thousands o 
members of your organization who have assisted in our efforts to make the student 
benefit enforcement program more effective, 

Sincerely yours. _ _ 

Sandy Crank. 
Associate Commissioner 
for Operational Policy and Procedures 

Mr, Simon. Mr. Martin. 0 
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STATEMENT OK DALLAS MARTIN, EXECUTIVE DIRECTOR, NA- 
TJONAL ASSOCIATION OF STUDENT FINANCIAL AID ADMINIS- 
TRATORS, ACCOMPANIED BY JEAN MILLER 

Mr. Martin, Thank y6u, Mr. Chairman. We appreciate the op- 
portunity to be here today and to discuss the area of satisfactory 
academic progress with you. 

You have heard from my colleagues. Dr. Peltason talked about 
the joint efforts of the higher education community, and Mr. 
Conner^talking about the development of the American Association 
brCbllegiafeTtegistrars and Admissions Officers and our efforts to 
develop the statement which is In the record. I think that the 
course that we have launched ourselves upon today in terms of the 
joint efforts of the postsecondary education community in develop- 
ing the self-regulation initiatives is very important, and I think Dr. 
Peltason pointed that out. 

You recall, Mr. Chairman, that you along with some of your col- 
leagues, Mr. Ashbrook, Brademas, Ford, and Buchanan on the com- 
mittee discussed this issue at length during the development of the 
Education Amendments of 1980. It was a contention at that time 
that rather than writing specific language into the law, that the 
reference in the law be a broad statement thereby providing flexi- 
bility to institutions to develop those standards that would be the 
most appropriate for their institution. And so it is in that vein that 
we have enjoyed working with the other people in trying to develop 
a statement that is worthwhile that we think can work. I think 
this is even more important today when we look at the growth and 
the complexity of the student aid programs and realize that there 
are so man) variances out there that we have some standards and 
guidelines that institutions can follow. In that regard we began 
work on this issue some time ago. It was our title IV committee 
that accepted the challenge to begin to develop specific recommen- 
dations. As we began that approach and working through that 
statement we worked closely with our colleagues at AACRAO, be- 
cause there is a close coordination with the monitoring and control 
with the registrars along with the financial community of an insti- 
tution. 

We have developed a joint statement of standards which was ac- 
cepted by the American Council on Education and other organiza- 
tions in October of 1981. I think we should also make it clear that 
if was not just the community that was involved, but people from 
the Department of Education and other places were consulted and 
advised and were given copies of the draft for their input as we 
proceeded, 

"We are pleased today to say that we have developed the state- 
ment, but really it is onl> the beginning of the effort that the com- 
munity is undertaking. While we have a statement now that I 
think makes a lot of sense and provides flexibility, the next thing 
is to assist institutions in implementing that policy. 

We are in the final stages of completing other efforts that we 
have been involved in for the past few months. One is the develop- 
ment of a comprehensive monograph which we have been working 
on that will provide specific step-by-step recommendations along 
with a checklist and some models of other schools that have devel- 



opeii good standards* to use with our institutions. That will be pub- 
lished and will be delivered to all the institutions across the coun- 
try in the next couple.of months. We are in th£ final stages of edit- 
ing that document, and as soon as it is final, I will be happ> to pro- 
vide a copy of it for your review./ 

That monograph will be useful as a guide in trying to develop 
policies. This is critical because in developing such a policy at an 
institution, we are not only talking about the impact and the use of 
Federal student aid funds, but getting into some of the b§sic princi 
pies of poetsecondary education, the goal of admission and aca- 
demic programs at institutions. So the policy requires close coordi- 
nation between not only the. financial aid office and the registrar, 
but more importantly, will involve the president, probably repre- 
sentatives from the faculty and academic vice presidents and many 
others, because the policy will impact on 'the recruitment, reten- 
tion, class size, anj^other things. 

We are excited about the development and the efforts to have 
the publication done, and once we have the publication completed, 
we will undertake other activities. For example, the American 
Council on Education in cooperation with AACRAO and NASFA 
conducted a workshop in New Jersey where we invited college 
presidents, financial adminstrators, financial officers, to help de- 
velop their policies as a workshop. Another workshop is going to be 
scheduled in the next month. 

Additionally through our State and regional Associations, we 
have sent out a letter asking them to provide a forum at those 
State and regional meetings where this issue can be discussed aH 
information exchanged between Other institutions of how they are 
progressing with them." We think we will be able through that to 
have in place an adopted policy that has been designed and fitted 
tc each institution, but we will be able to share the experiences 
that we have had and try to get more uniformity across the coun- 
try In that regard, I think it proves once more that the self-regula- 
tion initiative that has been undertaken can work. It is indeed our 
hope that we can continue in this effort with the Department of 
Education «and with other Federal agencies to allow the postsecond- 
ary education community to be splf-regulating. 

I must point out another thing about the study done by the GAO, 
and I think Mr. Conner is correct. We do not want to sound picky 
on the study, tut I would be remiss if I did not provide for the 
record that' I know some institutions we visited during the study 
were engaged at tho time in a review of what was going on and 
had changed a part of their policies substantially. They had a news 
release coming-out about a number of students at that institution 
that they had dismissed because they were not doing this, and they 
had really cleaned up their act. Unfortunately, the time frame the 
study was conducted under looked at data in the files the prior « 
year. There were people that had not taken the responsibility seri- 
ously, and therefore it appeared to be in worse shape than it was. 
That has been changed at thai institution along with the others. 

At this point I would like to stop **nd give you a chance to ask 
questions, and also just to say that I have somewhaf'oversubscribed 
m>self today and have another commitment. I have a colleague 
here, Mrs. Jean Miller, who is a former president of our associ- 

\> 
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ation, who work.s in an open-door community college that has been 
actively involved with, us and if" there are question* I am sure she 
could assist as well. 

Mr Simon. Let me play the devil's advocate for a moment and 
saj to the Department, there are people in the Department wht) 
will sa> self-regulation sound* great, it simply has not worked. And 
they will sa\ these guidelines are fine, what about schools that do 
not accepl the guidelines. No. 1, and No. 2, what if we have a 
school with a 30-percent default rate, can we just ignore that? 
What is your response? 

Mr. Peltason. I think a school that fails to properly police its 
own house, that does not have an effective program to insure that 
reasonable progresses made toward $ degree, that some action 
should be taken against that school to say that you are not carry- 
ing out your responsibility. We do not believe that self-regulation 
means that the Federal officials have no responsibility to insure 
that the law r is complied with. It provides a standard lor them to 
implement and enforce. 

Mr. Martin. One other thing that I think will assist the Depart- 
ment of Education is that we have been working with the national 
regional accrediting associations for postsecondary education get- 
ting them to subscribe to this and to make certain that institutions 
we are accrediting develop such policies. It is my understanding 
from talking to people in the Department of Education that when 
the} issue the regulations that they plan to specify that this will be 
a part of it, and then for those few institutions— and there are very 
few not covered under accrediting agencies— they plan to reprint 
those as the guidelines that you should follow. When they are 
doing compliance, if the> discover that an institution is not adher- 
ing to those policies, they no have a basis to write that up as an 
exception. I think we w ill find quickly that the vast majority of in 
stitutions will adopt these and will police themselves very well. 

Mr Peltason. It is my understanding that the Department will 
make these guidelines part of its regulations. 

Mr. Simon. Do either Mr. Dean or Mr. Blakey have any ques- 
tions? 

Mr. Dean. In the 1980 amendment Senator Pell's recommenda- 
tion that 75 percent of the initial courseload had to be satisfactori- 
1> completed, what arguments could you make that we should not 
adopt that now to kind of address the problems in the GAO repoit? 

Mr Martin. I would like to comment and perhaps my colleagues 
would like to say something about that. I think the main concern 
that the community had with an . **bitrariness of the 75 percent is 
that not all institutions, when you begin to look at various systems 
of judging academic performance, would adhere to that, For exam- 
ple, there are academic programs out there that are lab kinds of 
course*, particularl} in medical areas or nursing, where a student 
will engage in that course, and it is really a pass/ fail. You either 
complete- that and develop the expertise and skills necessary out of 
that, or you are required to repeat that. 

Under a stiff requirement that is arbitrary, there is no way to 
assess that. In this case the student might be dropped out altogeth- 
er, when in fact maybe all they needed was additional work for 2 
or 3 weeks to complete part of that and they would^do it. It was 
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primarily in that vein that we expressed our concern about the ar- 
bitrariness of having in the law the 75 percent. In actuality, many 
schools may have standards higher than that. So our concern was 
the grading policies. , . . 

Perhaps Dr. Conner would like to comment on that, since he is 
much more familiar with those procedures than I am. . 

Mr Conner. I think we have a general concern about overlegis- 
lating requirements, as I suggested, or standards into the law_ It 
you will look in the GAO report and the V< s response to that 
report and see the scenario of problems they have had with doing 
that in terms of law itself, they have had to amend those laws, and 
in fact when we looked at Vice President Bush s initiative in terms 
of reducing regulations, we found that we could not make a lot ot 
comments on some of the VA programs because the .requirements 
were in the law, not in the regulations. I think that is my big con- 
cern, and the fact that we think the self-initiative process as dem- 
onstrated, for example, through the social security program, will be 
much more effective. . . . 

Mr Pkltason. The difference between a university regulation 
and a Federal law is significant. I would not object to that kind ot 
regulation if a university chose it, but I would insist that there be 
some human being to apply some discretion to take care of the case 
where there is not abuse, where you are standing in the way ot 
some student's progress because of some special circumstances. 

You cannot waive a Federal requirement. That is the difficulty 
But again from my own experience, it is not an uncommon tning 
for a student to start off his or her academic program in the wrong 
field. Maybe they started in the college of engineering because 
their father wants them to be an engineer, and they do not do wen 
there. You have to apply some judgment. Maybe if that student 
transferred to another college there is a course cf study he or she 
could complete. If you have a rigid requirement saying if you tlunk 
so many courses that is it, you cannot exercise that discretion^ We 
do not want an institution that has no standards, but the federal 
law imposing inflexibility across 12 million different students, each 
of whose course of study requires some individual attention 

Mr. Dean. Has anybody looked into effect that an academic-say 
that Senator Pell's standard was enacted, has anybody looked into 
what effect that would have on some schools that are struggling 
now and they could lose a substantial number of students? bay we 
put in a rate-of-progress provision and the nonpunitive-grade provi- 
sion and a grade-progress provision. Would some schools be jeop- 
ardized, or would ( we see the professors being instructed to give 

th Mr. PelSson*! have not myself looked nor do I know of studies 
that looked at the consequences of that either m terms 01— I trunk 
there would be a general attempt to comply, but again 1 think as 
vou suggest, there are other problems-7o percent ot what? It 
people did want to cheat, there would be ways to cheat even >* 
that kind of standard, cheat in the sense that they were allowing 
the students to stay in school only to get Federal funds rather than 
to be making some progress toward some educational goal 

Mr Weiss. Let me ask, and Mr. Martin may know the answer to 
this Is there any data existing as to what standards exist in the 




community of various institutions? Is that going to be in your 
monograph? 

Mr Martin. We will provide models of several of those that we 
have collected They have not attempted to survey to make certain 
that every institution has one, but I would say that for a number of 
years we also have another publication that the association has 
used, and it is actually accepted by the Federal auditing agency, 
which is our institutional self-evaluation checklist. In that docu- 
ment it also goes through as one of the items that you must have 
in compliance and tJks about the development of a policy, institu- 
tional policy of satisfactory academic progress standards. We are 
going to build on that and try to expand that checklist with addi- 
tional items to make certain that the Various points covered in the 
guidelines will be included so we make certain that every institu- 
tion can make certain that their policies are adhering to the stand- 
ards that have been developed. 

Mr Conner. The self-regulation suggests an institution should 
publish those policies in their bulletins, catalogs, or brochures. In 
anticipation of this hearing I went through about 50 catalogs to see 
if there was some statement on academic progress or probation. I 
found each institution s catalog that I checked had fairly specific 
statements in terms of academic probation on satisfactory progress 
and so forth. That is certainly not a sufficient sample. It is more 
institutions than the GAO study included. 

Mr Dean. One concern that has been expressed to me a number 
of times is that a number of institutions had economic and racial 
de facto segregation before the 1960's, and what they have done 
now is set up a preferential admissions policy for these students. 
Many of those schools now have flunkout rates that are pretty 
much zero, and they will not flunk out anybody even if the grading 
is blind . In many institutions examinations are graded by a ran- 
domly selected number. Given that that is the fact in many institu- 
tions, and disagree if you do not think that is the case— but I am 
under the impression that at many institutions, including those 
with selective admissions processes, that there is in fact nobody 
flunking out of those schools. 

Mr Martin. One distinction that needs to be made, if we may, 
and I am certain I would agree that that is true at a lot of 
schools— I think there are a lot of schools adhering to standards, 
and there are students admitted under special programs that may 
not succeed. One of the lines that we tried carefully to draw here 
that I think is the concern in terms of the taxpayer and in terms of 
our role as custodians of public funds, is we were not attempting to 
tell an institution what its academic standards or policies might be. 
If we are going to use public tax dollars to provide financial sup- 
port to students that may not have the financial means to obtain 
that education, that at some point if that student is not working 
reasonably toward completion of a degree under judgments that we 
have invested quite a bit here and by this time he ought to be 
through, the goal was to say you may still be allowed to stay in the 
institution, but you are not going to be eligible to receive public 
funds any longer. The purpose of the student aid programs is to 
provide assistance to students to obtain postsecondary education. It 
is not an income maintenance program t 0 sustain people for the 
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rest of their lives. The distinction we wanted to draw is that the 
student aid funds are there to obtain an education. At a reasonable 
point, if the student is not doing that, the public tax dollars that 
we are responsible for cease. 

Mr. Peltason. I would also elaborate, we also want to leave some 
room for the institutions to adopt a variety of different approaches 
to education. We have some very highly selective admissions 
schools that have as a policy rigid standards for admission, but 
once admitted they generally tenu to be rather generous about the 
length of time it takes the students to obtain their degree, They 
have counsel and $o on. And their approach is we will admit only 
the academically talented and we will work with them and get 
them a degree. We have other schools with open admission and 
their approach is we wilf'give everybody a chance the first year, 
and they are rather coldblooded about flunking them out quickly 
We have all kinds of distinctions in between. 

The statement here is that that is the only approach to solve 
that problem. We do not believe that the Federal Government has 
an obligation to perpetually support people as professional stu- 
dents. At the same time we do not want to cut down opportunities 
foe institutions— it poses a' question as to whether 4 or 5 years is 
normal. The fact is a good many very good students today may be 
working, may have other kinds of part-time obligations. If you 
must start, you must take 14 hours, must also make a "C" and you 
have to complete in 4 >ears and you do not, there is something 
wrong— I think that is an overly rigid specification. 

Mr. Dean. I can appreciate that. In this self-regulation effort, 
what percent of the students do you see actually being determined 
to be ineligible for aid as a result of that? In reading this document 
I can easily see some schools would promulgate regulations and en- 
force them very strictly and everybody would still be eligible for 
aid. I think that is likely to happen unless the Department sets 
more rigid standards. Do you see a lot of students being made ineli- 
gible, or just a few? 

Mr. Martin. I certainly do not have any concrete data to sub- 
stantiate what the numbers might be. I can tell you from discuss- 
ing the matter with my colleagues at the institutions that I know 
that a number of them following your Stan \rds review those once 
or twice during the year in terms of progress of the student, and 
when students are found that they are not doing that, they are re- 
moved. Mrs. Miller has just shared with me here that in her ina- 
nition at Pasadena City College in California, she has noted that 
under the guideh. es, 3 percent of the students would be disquali- 
fied annually at her institution with the guidelines that you have 
She says that is her procedure. Can she expand on that? 

Mr. Dean. Do you think these students will wind up dropping 
out ofschool as a result of no aid? 
Mrs. Miller. Yes. 

Mr. Dean. So you will Iosp them altogether? 

Mrs. Miller. We will lose them at that time. However, many of 
them get religion and return at a later tinw, another semester or 
another year. f -. t 
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Mr Dean And if we left them eligible for aid, do you think a lot 
of them would straighten out in another term, or do you think it 
helps them when they see the sword over their head? 

Mrs. Miller. I think we would find at an open-door institution, if 
they did not have standards, they would take advantage of the 
system, 

" Mr. Dean. Thank you, Mr. Chairman. 
Mr Simon. Let me make a comment in line with Mr. Dean's 
question here. I think one of the concerns of one of my colleagues 
who were in the other body, one that I share, is that we have to 
pay some attention to this whole quality problem and that there is 
a danger, particularly as we cut funding and as we lose students 
that schools are going to fcfl moving in the wrong direction, and I 
think there are at least several of us who have some concerns in 
this direction. 

Mr. Martin. Mr. Simon, I might just add though while I think 
that has been a suspicion, there has been a lot of evidence recently 
that many, many institutions are actually tightening up on their 
standard* that are getting more and more selective on admissions 
policies There have been some major universities recently that 
have announced tightening of policies. Ohio State is one, Florida is 
another, that are going to tighten up on this, just the opposite of 
what we would assume during a period of tightening funds and re- 
duced enrollments. 

Mr. Peltason. Miami Dade Community College is, also. I think 
\m are right, the apprehension that you express is one that some 
of us have, the fear that in a time of shortage of students people 
might engage in recruiting. We also have some self-regulatory 
guideline** having to do with ethical advertising, with recruitment. 
We are now working over those relating to recruitment of foreign 
students, because I think everybody in the higher education com- 
munity does not want to see us go through a period in which we 
lose the public confidence by abusive practices or engaging in 
things that we consider improper. I think that danger is real, but I 
think we are alert to it. There will always be some who will violate 
those standards, but by haying the standards it will be readily 
identified, and then if punitive action needs to be taken, it will be 
against those institutions rather than adopting a regulation con- 
straining those who do behave. 

Mr Simon, I was not suggesting that the grade point average 
was a way to solve this problem. I am aware of what Harvard and 
Stanford and Ohio State; I was not aware of the Miami Dade 
action I am not sure the examples cited are necessarily going to be 
typical of what is going to happen in the higher education commu- 
nity, I hope? maybe they are. 

Mis. Miller. I think— I was going to say earlier, before you even 
asked the question, that I would have less concern about satisfac- 
tory progress guidelines with the shortage of funds, because I be- 
lieve that most institutions will tighten up their standards as what 
we call a fund rationing device. It is one way of using fewer funcio 
foi the students that you havfe. And it may mean a loss of some 
students. 

Mr. Peltason. In the fifties it well might have been if we had 
more student*, that would bring more resources to your institution, 
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but that is not necessarily going to be the case today. If you have 
fewer dollars, you want tu make *ure you are spending them on 
those students that are most promising. 
Mr. Simon. Mr. Erdahl. 

Mr. Erdahl. I have no questions, but thank you. I have looked 
the material over quickly. m 

On second thought, I guess I will ask one question. Perhaps this 
is one you should be directing at us rather than any one of us to 
you, and of Mr. Peltason. On the third page you mentioned that 
the "On satisfactory progress, we completed the development of a 
national policy statement last October. It was developed in close 
consultation with the Department of Education. We understand 
that the Education Department fully supports these community-de- 
veloped standards . . and so forth. Where might this commit- 
ment be if we see modifications in the U.S. Department of Educa- 
tion, or to whom will they be shifted? 

Mr. Simon Answer this carefully. 

Mr. Erdahl. If I am ever invited down to the White House, I will 
ask the same question, but I will ask you, since you are here. 

Mr. Peltason. I assume that there will be somebody responsible 
for enforcing these particular regulations, wherever he is located in 
the Federal structure. If you ask my guess as to what the ladies 
and gentlemen of the Congress are going to do, my suspicion is that 
there will probably still be a Department of Education for some 

time. . ... i 

Mr. Erdahl. I just talked to a group of intelligent young people 
from the Close-Up Foundation and I coined a new initial definition 
of PPP. One of them asked what that stood for. I said PPP stands 
for the force in Washington, personal Presidential persuasion I 
guess I would take issue if the President decided to abolish the De- 
partment, as he said in his recent speech. I suppose he would be 
successful in the Congress in accomplishing that I hope we will see 
these programs carried on in a satisfactory manner someplace else, 
though I am dubious that that can be accomplished. 
Thank you, Mr. Chairman. . 
Mr. Simon. Mr. Weiss? 

Mr. Weiss. Thank you, Mr. Chairman, I have no questions 
Mr. Simon, We thank the three of you for your testimony We 
look forward to working with you. 

Mr. Simon, Mr. William Ihlanfeldt, vice president for institution- 
al relations of Northwestern University. 

STATEMENT OF WILLIAM IHLANFELDT, CHAIRMAN, FEDER- 
ATION OF INDEPENDENT ILLINOIS COLLEGES AND UNIVERSI- 
TIES. AND VICE PRESIDENT FOR INSTITUTIONAL RELATIONS, 
NORTHWESTERN UNIVERSITY 

Mr. Ihlanfeldt. Mr. Chairman, I welcome this opportunity- and I 
come here not as vice president for institutional relations at Nortlv 
western, which is a rather innocuous or amorphic title and in- 
cludes such areas as admissions, financial aid, registrar, govern- 
ment relations, et cetera, but I am here today as the chairman of 
the Federation of Independent Illinois Colleges and Universities, 
which represents 32 different institutions in the State I happen to 
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be one of throe reprehentatives to that organization that it, not a 
president. 

I have been asked to address the question of the financial aid cal- 
endar and the processing of the Pell grant program, and I welcome 
this opportunity. I have submitted testimony for the record, and I 
will simply supplement that testimony. 

Mr. Simon. Your statement will be entered in the record. 

Mr. Ihlanfeldt. The financial calendar, from our perspective, 
has been untimely and has minimized the impact of billions of dol- 
lars of Federal funds. I do not wish to negate the significance of the 
Pell grant program, but I simply do not think it has realized its 
full potential. 

In 1977 two ideas merged. One idea was to simplify the financial 
aid process, and that was under the capstone multiple data entry, 
with the idea that students would file a single application for re- 
ceipt or eligibility of all types of fundo, Federal, State, and institu- 
tional. 

The other idea was a concern of the Department of Education, 
and that was how could they better monitor abuse in the program 
or fraud in the program. What emerged out of those two ideas was 
an agreement that applications for Federal funds, particularly the 
Pell grant program, could not be submitted until after January 1, 
and there must be particular line item reference from the IRS 
forms to the financial aid form. « 

Also a part of that was the fa * that the major contractors in the 
country wanted to be a part of this system, and therefore moved 
their dates forward so that all applications allegedly would beicom- 
pleted after January 1 or after the W-2 forms had been received. 
Families attempted to complete the IRS forms and then extracted 
information from IRS to t\\e financial aid form keeping in mind 
that the reason for this requirement was to address the concern of 
abuse and fraud. 

Now, in the admissions business, and I have been a part of that 
business for 17 years, from our perspective the issue is that the ear- 
lier people ha>c information the better choices they can make, and 
frankly, no matter how much one makes an effort to communicate 
that people are eligible for fundc, until they actually receive a chip 
or a voucher which says you have the funds, they cannot plan. 
Frankly, they do not work very well in a world of uncertainty. 

Now, there were many alternatives suggested at the time this de- 
cision was made in 1971, and one of those was that families could 
submit information on the basis of estimated income. Awards could 
be made during the fall of the year, and verification documents 
could be sent to these families or the recipients after April 15. My 
financial aid staff tells me that would include six items. 

What has happened to the sy&tem or what has the financial cal- 
endar wrought? Has it been simplified? For some of the major 
States and for the Federal Government it possibly has been simpli- 
fied, but in recognition that this would mean a lack of planning 
and would encumber the admission processes of many schools, the 
schools have spent record amounts of funds to try to penetrate 
many markets that I think have been disenfranchised to some 
extent by this, program. We now have in fact more applications in 
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the environment than we had in 1977. Many of those.are institu- 

U °Has abuse been decreased? Is there less fraud in the system 
which was the principal reason for tying it to the IRS statement' I 
think I address this in terms of some data that I cite in my state- 
ment but the behavior of the Department of Education suggests 
that they are not satisfied with the system as it is, because they do 
require verification of campus financial aid offers and have asked 
for verification of 100 percent on the campus. The'reason why they 
have tied this to the IRS statement does not seem to exist any 

l0 Has the number of applications been reduced by various market- 
ing segments? I think NASFA studies, studies more recently by 
Howard Universitv, would suggest that it has impacted as but one 
example in the black community in terms of increasing mobility. 
'Has this affected the college on broader horizons? I think 1 an- 
swered that question. I think the lateness of the system simply 
does not permit broader horizons. . . 

Let me give you an example. What has happened in the higher 
education svstem is that students go through the process of trying 
to make a "decision of where they should go to school, and alter 
they have made the decision they find out that they are either eli- 
gible or ineligible for funds. If that system was moved forward by 6 
months and they knew they were eligible, I think you would find a 
different behavior pattern with respect to where students would 
elect to go to school and their own commitment to rfuation 
during the senior year. If you are told that you have $ 800 or 
$3 000 or more available to you upon completion of youi high 
school degree, I think vou will perform differently than if you find 
that out in August after you have graduated from high school. 

What are the options available to change this system/* I recognize 
that there are all kinds of study committees, but that is par .of "he 
problem. I do not think there would be any difficulty in moving 
that calendar forward 6 months if Congress could make decisions 
quicker in terms of taxes on income. . 

How could we validate the system? The Pennsylvania Highei 
Education Assistance Authority has now demonstrated as did the 
Illinois Scholarship Commission, that prior year data is abetter 
index in terms of accuracy and in terms of making sure there is 
less fraud and abuse. If that is not acceptable or if that cannot 
work, we can always go back to the idea of estimated income with 
a followup in the spring of the year. And the fol lowup document 
would go directly to the subcontractors, who would then verily it 
and move it onto the major contractors. . ■ n, „ 

The irony of this, it strikes me as ironic, is that we are investing 
billions of dollars in this program over time and several billion a 
year a couple billion at least, but when we get to the processing 
qt.es ion and say should we in fact have this kmc I of verification in 
April, we are told it is too costly, that a million bucks is too costly 
in order to make sure that we are maximizing individual opportu- 
n ty when the expenditures exceed several billion Now spec.ifk 
earlv information would fulfill the prophecy of the program and 
the goals of the Senator for the program which bears his name, It 
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would expand opportunities*, i educe some of the inequities between 
|ocial classes, and also optimize the use of Federal funds. 
Thank you. 

(The prepared statement of William Ihlanfeldt follows:] 

Phkpakkd Statemknt of William Ihlanfeldt. Chairman. Federation o* 
Independent Illinois Colleges and Universities 

^ The issue that I have been asked to address today is the Federal Financial Aid 
Calendar From the perspective of the member institutions in the Federation uf In- 
dependent Illinois Cullers and Universities, the current preceding of student fi- 
nancial assistance is untimely. limits individual educational opportunity, and mini- 
mizes the impact that billions of dollar in federal student assistance should have 
upon reducing social class inequities through the Pell Grant Program, The problem 
is the lateness of the processing schedule, which is caused by the explicit require- 
ment that, before a family can qualify for assistance through the Pell Program, spe- 
cific line item information must be extracted from the Internal Revenue Service 
Form and placed on the Financial Aid Form. The earliest that such information is 
available to most families w in the first week of February upon th-j receipt of the 
W-"J Fornns 1 Mureover, most families do not complete their Internal Revenue Serv- 
ice Form* until March and April Bureaucratic and processing problems u'teii uiuse 
turther delays Thus* families are inhibited in their college planning, for it is 
common for students not to receive an announcement of their award until near or 
alter they ha\e graduated from secondary school. By this time, tho vast majority of 
students ha\e already decided where they intend to pursue their educaiton beyond 
secondary school As a result, the current Calendar, instead of broadening individu- 
al horison> and educational opportunities -the hope of the Senator whose name the 
program bears- limits the effect ul the Pell Grant Program mainlv to providing 
access at the local level 

The aforementioned application requirement was imposed by the Office of Educa- 
tion m 1 4 »TT with the intent ul limiting fraud and abuse Alternatives to achieve the 
same purposes, without undermining the original objectives of the program, were 
suggested at that time However, these other options were rejected and the focus 
was placed upon curbing fraud and abuse rather than expanding educational oppor- 
tunity Since that time the data suggest that abuse has not been remedied, that 
there is a more accurate methodology an utiluing the base yeai income infurma- 
tior> md related line item Income Tax Form referencing, and that black enroll- 
ments as but one index of program impact— have either le\eled off ui decreased at 
many four-year public and private colleges and universities. 

Fraud dm! ibu^ The Department of Education, apparently now less confident 1 
of reducing .Suse through delayed processing and line item referencing with tax 
forms, has increased ,ts w^j requiring the uimpus financial aid offices to vali- 
date reported income information on a random sample of recipients through the ioi> 
lection of Internal Re\enue Sen ice Forms. Moreover, a recent proposal has been 
generated by the Department uf Education to validate adjusted gross income and 
other items for all recipients through the campus financial aid officer— a burden 
that could not be easily accommodated In uther words, the very reason for the ex- 
istence of the cm rent processing schedule no longer is vt ah 

Methodology -Currently, knowledge of 19M income data is required, as reported 
on specific line items uf the I0S1 Internal Re\enue Semcv Forms, betoie a fanul\* 
can complete a financial aid applicatiun This is known as the base year. A recent 
stud\ b\ the Pennsylvania Higher Education Assistance Authority found that pnoi 
\eai data, or in this instance, I'.Wi income, adjusted for inflation. Is a more accurate 
measure of determining family financial need. A similar result was found bv.the 
Illinois State Scholarship Commission in the early 1070s These findings invalidate 
any claim that the processing of financial aid applications ought to be delated in 
order to rtquire the inclusion of base year income. In other words, the Calendar 
should be moved forward » 

l»tj[ku t Periodical!*, the quest urn must be asked of any program, K it achieving 
its original purposes'" The Pell Grant Program was created to increase access to 
piMsocondary education and tu expand educational choke The answei with legard 
to access is, "possibly", with regard to choice, "doubtfully, at best" 
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Studio b\ /torn. 1 CiUIuhu- and tin* Institute lor the Stud* of Educ u>n Policy- 3 
have printed the MIuwiiik finding »1> that 33 percent Wall freshmen had not 
heard of the Pell Program. »2» that (rum lt»77 to 197S) there was a dramatic decrease 
both in Pell Grant applications, and in full-time freshmen enrollment among all de- 
pendent sludent* trom families with real incomes under $12,000. (3' that the per 
centa«e ot black .students, not receiving Pell Grant* at predominantly black colleges 
merea^ed bv at least ten point* from 1077 to H>7!>, and U> that black enrollment* 
either leveled oft or decreased at four vear colleges and universities during the 
latter half of the WTlfe As members of the Committee well know, these reported 
changq> occurred during a period when the amount of student aid was reaching its 
zemthi 

A SIMPLE SOLUTION 

In order to provide students with the fullest opportunity to achieve their educa^ 
tional objectives as well as tu accommodate Cungressional concerns about fraud and 
abuse. I recommend a procedure that would move the Financial Aid Calendar sub- 
stantialb forward, with the intent uf achieving the dual objectives o£ expanding 
educational upportunitj and minimizing fuiud and abuse As suggested above, prior 
vear data adjusted for inflatiun provide a more accurate index than base year data 
in determining a family's ability to pay for higher education This fact permits the 
acceleration uf the Financial Aid Calendar and allows more time to validate infor 
matiun Validation ol prior year data could be continued on a randomly selected 
basis through the campus financial aid office. 

Should base vear income information be required, in addition to prior year, such 
information could be collected through a subcontractor after April 15 Should cost 
be a factor, it i* recommended that the student recipient pa> a nominal fee for the 
processing of the second document. For example, a familv would be able to complete 
tbt Financial Aid Form as early as the summer between a student's junior and 
senior vear in high school based upon prior year data Awards could be announced 
as early as October 1. which would substantially facilitate a students educational 
planning If base vear information were also required, a subcontractor could collect 
such information in the spring of the student recipient s senior year in high school 
Should the reported base year information deviate lc»s than .1 or 10 percent from 
the adjusted prior vear information the award would remain the same Deviations 
in incomes, that were greater than o or 10 percent would possibly require a change 
in the award. This validation procedure* if necessary, would permit a national 
svstem ol verification without third party institutional involvement Subcontractors 
would not transmit any information to the major contractor until the system had 
been updated or until a specific date. Except for a limited number of cases, there, 
would only be one transfer of data from any one subcontractor to the major contrac 

t0I These comments are not intended to minimize the significance of the Pell Grant 
Program, because, clearlv. its impact upon the educational system has been substan- 
tial, yet, onlv with a change in the Financial Aid Calendar can the original objec- 
Uves'of the program be realized, that of expanding educational opportunity and re- 
ducing the inherent inequities between social classes. Moreover, an earlier process- 
ing schedule wouUTnot only permit better family planning but would provide the 
federal and state governments with more time to validate information, thus, reduc- 
ing fraud and abuse while increasing the impact and breadth of the program 
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Mr Simon Thank you. Do I understand your suggestion/ what 
you are suggesting is that in October you can apply or use the 1980 
basis 0 Then sometime after April 15 there would be a verification 
document or a dccument that could modify that ifit went over 5 or 
10 percent; is that correct? 

Mr Ihlanf'eldt. I think there are two ways to approach this. 
One is use the prior data and then simply have a sampling on the 
campus, or you could use the prior year with a verification after 
April 15 The alternative would be estimated income on the base 
year rather .han the prior year, with a verification document after 
April 15. Because the concern that the Office of Education ex- 
pressed in 1977 was that they would reduce abuse by tying the ap- 
plication process to the IRS document, that seems to be no longer 
valid because they do not use it anyway. 

Mr. Simon. I was interested in your statemeat on page 3, I have 
to say I was not aware of this before, that 33 percent of all fresh-, 
men had no* heard of the Pell program. Is that the Pell program* 
identified as the Pell program 

Mr. IiiLAtiFEU)T. It is referred to in N ASF As questionnaire of 
roughly 500 colleges and universities across the country. The ques- 
tion is have you heard of the basic grant program. They still used 
the term in 1980 and called it the basic grant program. Thirty- 
three percent had not. 

Mr Simon. Getting back to the calendar schedule, would that be 
of assistance to you at Northwestern University, shifting this cal* 
endar or just simply 

Mr. Ihlanfeldt. Several things would happen. First of all, we 
would eliminate a lot of the supplementary applications that are in 
the environment, and that would simplify the process, No. 1. No. 2, 
it would permit us to be able to not only say orally, but with some 
kind of chit or voucher, you do have money. We would attempt to 
again penetrate some environments that we fiankly have found it 
extremely difficult to penetrate during the last 3 oi 4 years. In the 
sixties and seventies one of my responsibilities changed— we went 
from less than 1 percent minority to 14 percent minority, quite a 
different distribution in terms of income on the campus. Bu> since 
the change took place in the Pell program, and I recognize some of 
the data are soft and it is hard to draw positive facts, but when we 
.reached the zenith in terms of financial aid we found that it was 
ncreasingly more difficult to penetrate some of the inner city 
areas I think the Harvard study also comes to that conclusion. 

Mr. Simon. Mr. Weiss? 

Mr. Weiss. Thank you, Mr. Chairman. I am not sure if 1 under- 
stand the program or the point that you raised factually. I missed a 
witness who testified yesterday afternoon before the subcommittee 
for the Department of Education, but the report I had of their testi- 
mony was that their v6ry complaint seemsjo be that applicants in 
fact are allowed to estimate what their adjusted gross income and 
their taxes paid have been. As a result they complained that there 
have been overpayments to Pell recipients by almost $300 million. 
Now, is there some discrepancy in my information, or are these 
facts a? we understand it? 

Mr. Ihlanfeldt. No. Let me give you my version. The rule as 
now applied to the financial aid process is no application can be 
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Emitted if vou wunt to be eligible for Federal funds until after 
January 1 Many families complete that application and guess 
Sore they get Xir W-2 forms. Thev will complete ,t in January 
and I still have not gotten to their IRS statement. If you follow the 
logic of the Department of Education 

Mr. Weiss. The form apparently provides for that kind of esti- 
mate to be made by the applicant, is ^at not correct? _ 

Mr Ihlanfeldt. Well, t says in effect— I think there are iour 
items', to^S act this information from the 1040 ^forms but not a 11 
families do that because they have not comp eted their 1040 forms- 

Mr. Weiss. And they are allowed to estimate/ 

Mr Ihlanfeldt. They have no alternative but to estimate. 

Mr Weiss No it is not a matter of alternatives. My information 
is a3S to DOE the application form currently allows or au- 
hordes he applicant to .estimate what the taxes and income were 
fo ? the preceding yea/. And they complain that because that is per- 
mltSd t P hThav g e y been paying out too J^y^-H 




S'a ^K^^bl-rf a factuai 

na Mr e iHLANKELDT. If they complete their application after January 
1 There is a reference that they should extract information from 
the IRS form. The fact is that many do not, and for that reason 
thev operation estimated income rather than actual income. Now 
he Department of Education, if you follow their logifi, would like 
to move Ee applications back to April 15. I would like to move 
them forward wftg a verification document on the other side which 
would Kive you better validation. You would have 100 percent or 
universal validation in the example TKa\t I am suggesting, 

Mr Weiss. But you are starting with the premise that in fact the 
administration wants to follow through on the basic assumption of 

TriSLSLrK am not assuming that premise whatso- 
ever I am simply stating that the initial intent of the program was 
f VthZ 3 T think from 1973 to 1977 we were making good 
P°ro d K °ress n 1977 when we nTade a decision to delay the application 
proSi rather substantially I think it was attenuated or the prog. 

r tlXi 0 BuTnJw if, in fact, DOE is asking, for i^get U 
r because 
o'mgko p 
_ putting 

mate with verification. , 
Mr. Ihlanfeldt. Or the use of prior year. - 
Mr Weiss. Or prior year. Apparently what they want to do is 
eliminate al ogether the capacity to work on any kind of estimate 
verU Nation at all. They want absolute hard information as to what 
Sat income oiS tax criteria paid was and earned for the year-for 
that p?evbus year, which is going to make the situation worse 

^Mr'lHLSlThTanrtLT indent, then I think it would de- 
JS'&Z^' Program. If all the Pell program 
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becomes is simpl.N a subsidy to finance higher education, then it 
does not broaden one's horizons. 

Mr Weiss I am advised by counsel that what they may be after 
is universal validation. 

Mr. Ihlanfeldt. That is another matter, and that can be 
achieved in some of the ways that I have discussed. I understand 
they requested funds yesterda> to do that. They want the financial 
aid officer on the campus to do it, and I would suggest there is a 
better 'way. 

Mr. Weiss. Let me ask you a tangential point— I am sure that 
within your role you have come across it— what has been the 
impact, ifvou know, so far, on Pell grant applications of the elimi- 
nation and phaseout of social security education benefits? 
Mr. Ihlanfeldt. I do not know. I think it is too early to tell 
Mr. Weiss. What kind of 

Mr Ihlanfeldt. We made estimates in terms pf the cost on one 
singlo campus, but that is unrelated— that would vary from 
campus to campus. 

Mr Weiss [continuing]. Can you give us the information on the 
single campus? - * 

Mr. Ihlanfeldt. $360,000 at Northwestern. 
Mr. Weiss. At Northwestern? 
Mr. Ihlanfeldt. Yes. 
i Mr. Weiss. Thank you. 
Thank' you very much, Mr. Chairman. 
Mr. Simon. Thank vou. 
Mr. Erdahl. 

Mr JErdahl. Thank you, Mr. Chairman." 

Thi&'ali-o is a question that maybe goes beyond the scope of your 
testimony I do not think it goes beyond the scope of your experi- 
ence and expertise. This is a philosophical question, maybe a prag- 
matic one, as we are faced with budget cuts. Some say vve have the 
option of emphasizing either the granU or the loans. Which way do 
you think we should pursue—guaranteed student loans, Pell 
grants, or some related thing? 
Mr Ihlanfeldt. Are you giving me an either/or question? 
Mr Erdahl. I am giving you an either/or question, but you can 
m l _ vver any way you wish. I want to give you broad latitude/ 

Mr Ihlanfeldt I do not think that you can emphasize loans at 
the expense of grants? particularly if our intent is to broaden 
access in this country and to create greater opportunities. At the 
same time, there clearly have been abuses in the guaranteed stu- 
dent loan program that have to be resolved, and the one that I 
would recommend and hav£ recommended since 1975 is that all 
guaranteed loans and the subsidy related should be on the basis of 
residual need only (,et us quit kidding ourselves; recent changes 
have created a lot of loans of convenience, and I do not think they 
are at all necessarv ,We became, frankly, in 1978 a bit too gener- 
ou£, and ndw we are going to live with those costs for a long time. 
But vve should not 'throw the baby out with the bath water. 

Mr Ekdahl. In other words, you are saying that maybe because 
ot what was done; several years ago, obviously those are costs that 
society and the taxpayers have incurred, the loans hopefully will 
be raid* back over a period of time. But I take it you still endorse 
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the concept thut there ale people that would not have an opportu- 
ne for higher education if '.hev did not cither receive the loans or 
the grants. One thing thai nas bothered r*.e as we have looked at 
the cuts in education, tha'. at some indefinable line, whether under 
pressure from the administration or coming out of Mr. Stockman s 
oifice or whetnot, in implementing" the cuts we are making a fun- 
damental social distinction that a family at a certa.n income level 
is no* going to be able to send its son or daughter to school Obvi- 
ously there ate exceptions. If you are below that level, you are pot 
Would vou care to comment on that? Are there still resources 
available, so that the great American spirit will triumph and 
people will be able to find a way? I think you said maybe 

Mr Ihlanfeldt. I would like to address that, but I want to make 
sure "i sav it a rectlv. First I think there needs to be a system in 
place ihat maximiA* the current utility of funds available, and * 
do not think that is* in. place, and that is what I was acdressing 
tcdav How do we maximize the use of those funds in an optimum 
wnv* Second, I think we have to look, at those programs that have 
been extraoidinarily costlv, such as GSL, and ask ourselves where 
can we begin to change regulations, reduce benefits, without elimi- 
nating the program. ... 

Thv principal ingredient of GSL, for example, is the guarantee, 
and M>nw subsidv while a student is in school. The question ot 
whether or not a'studei.t should receive orchis borrower should re- 
ceive a total subsidy while he is repaying is another matter alto- 
gether, so that is a choir- that has to be made. 

On the other hand, tlv Pell program has a specific purpose, and 
if the calendar is propel it will achieve that purpose The supple- 
mental grant program is very important if we are going to have 
access to private colleges and universities across this country for 
the people who have been disenfranchised in the past Please keep 
in mind that man\ of these private institutions have invested mil- 
lions of dollars of their own moneys over the last Vo years, and now 
it rv have the rug pulled out from under them. It simply means 
that thev no longer can afford to participate in this society change 
and this transformation that has taken place, and we get back to 
' what I would call tlv* reservation of American society. 

Ji, 1'rdam.. Thank vou very much for the specificity of your re- 
*j ■ >es 

p-iak vou, Mr. Chairman. . 
Mr Simon. Thank >oti And we thank you very much for your 
4~stimom and for your suggestions. 
Mr I hi •\NKFxnT. Thank vou, Mr. Chairman, for the opportunity. 
Mr Simon Our final witness is Miriam Rosenberg, the legisla- 
tive director for the Coalition of Independent College and Umversi- 
• X\ Student.-. 

tTVrpMKNT OF MIRIAM ROSENBERG, LKGISLATf E DIRECTOR. 
( OU.ITION OF INDEPENDENT COLLEGE AND I'NIVERSITY STU- 
DKVIS 

M> *\<>sKNBEK<i. Mr Chairman. I am going^to follow the text of 
my nr. '.ten testimony . 
Mr Simon Proceed 

Q ! w . 
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Ms. Roscnbkkg Mr. Chairman, and members of the subcommit- 
tee, I appreciate the opportunity to appear before you to discuss 
some student concerns regarding the delivery system for student fi- 
nancial aid programs. My name is Mariam Rosenberg, and I am 
the legislative director of the National Coalition of Independent 
* College and University Students (COPUS). The coalition, now in its 
seventh year, is a national student organization based in Washing- 
ton, D C, with State student associations and chapters at independ- 
ent coiiege campuses across the country. 

Our primary concern, as students, is that the student financial 
assistance delivery system should allow for the limited amount of 
Federal funds allotted to student aid programs to be distributed in 
a manner that is as equitable, as timely, and as uncomplicated for 
students as possible. Several modifications of the current student 
aid delivery system are now being considered by the administration 
and the Department of Education. We believe that some of these 
modifications may unnecessarily disrupt the flow of Federal assist- 
ance to students who require those funds in order to attend college. 

First, we are deeply concerned about the threat to prompt stu- 
dent notification of Pell grent awards posed by the potential for 
further reductions in fiscal year 1982 funding. Now that an accept- 
able family contribution schedule has finally been developed, we 
hope that any additional delays in the processing of Pell grant ap- 
plications for the coming academic year will be avoided. Students 
must plan ahead for their school year budgets, and it is the intent 
of the forward-funding mechanism of the Pell grant program that 
they be enabled to do so. Rescissions and other budgetary develop- 
ments should not impede the progress of this forward-looking 
awards process, this year or in future years. 

Second, students, as the recipients of Pell grants or campus-based 
awards, strongly support the elimination of waste and fraud in 
those student aid programs, since that could help to insure the 
equitable distribution of program funds to those who most need it. 
We are concerned, however, that the proposed 100-percent valida- 
tion procedure for Pell grant applications may create several prob- 
lems for students. 

Requiring financial aid officers to pe* »m validation procedures 
on each eligible student s application will be an additional burden 
on the resources of an already bu & y office. This could only lessen 
the quality of financial aid services rendered to students by the 
office The $5.2 million ($2 per verified application) that the De- 
partment believes will pay for administrative cost allowances to 
the institutions for validating the applications falls far short of 
easing the burden, a greater amount ($5 per application) was al- 
ready authorised by the Higher Education Amendments of 1980, 
before any proposals for 100-percent validation procedures. Fur- 
ther, the Department has requested that $o million of funds availa- 
ble for the Pell grant program in fiscal year 1982 be reprogramed 
to pay for the central processing costs of the proposed validation 
procedure. 

We adamantly oppose using funds that were appropriated for the 
purpose of providing grants to our Nation s lowest income students, 
for the purpose cf subsidizing a validation procedure that was not 
even in existence at the time of appropriation. If this validation 
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procedtne is deemed necessuiy by the Department, they may re- 
quest u supplemental appiupnatiun fur that purpose in the next 
continuing resolution, 

Finally, the proposed validation procedure raise* many questions. 
Since many families do not file their tax return until April, will a 
validation procedure which uses the 1040 tax form create further 
delays in the processing of Pell grant applications? What will be 
the validation procedure for students 1 13 percent of the eligible stu- 
dents whose families have incomes so low that they do not file 
1040 tax forms? Is it legal to require families to divulge confiden- 
tial income information on the 1040? Is it intrusion on the part of 
the Government to require the 1040 fQr validation purposes? Is the 
concept of 100-percent validation consistent with the administra- 
tion's policy of reducing bureaucratic "red tape"? These and other 
questions are particularly difficult to answer, since the report upon 
which the entire validation proposal is based has not yet been re- 
leased. 

Third, the complexity of the application process for students 
filing seveial different financial aid application forms fu several 
different piogianis is considerable. Moves toward simplification 
would be greatly appreciated by students, and could, perhaps, help 
to solve the problem of overawards in the various student aid pro- 
grams which may be due, in part, to applicant confusion. Further, 
students should not be charged application fees for any of the pro- 
grams. We oppose charging students money in order for them to 
prove that they are needy. 

Our fourth concern is that endeavors by the Department to insti- 
tute strict guidelines for satisfactory academic progress could result 
in a significant Federal intrusion into the academic requirements 
of individual postsecondary institutions, a practice which is 
shunned by the current administration. Colleges and universities 
around the country are now taking self-regulation initiatives which 
Dallas Ma-tin and previous speakers spoke about which should 
prove tu be an important move toward establishing adequate stand- 
. ards for satisfactory progress. 

We are also concerned about the Department's proposals to 
change the definition of an independent student. Although stu- 
dents who are not fully independent should not be permitted to 
attain independent student status, stricter requirements must not 
exclude from eligible) those students who do not have any paren- 
tal financial resources available to them. 

Finally, COPUS perceives the overall lack of stability of the stu- 
dent aid* programs as a major contributing factor to students* con- 
fusion surrounding these assistance programs -and confusion com- 
pounds the inaccuracies on applications which are later reported as 
fraud and abuse" in the programs. We hope that the administra- 
tion, the Department of Education, and Congress will take this 
factor into consideration as they deliberate further major alter- 
ations of all student aid programs. 

I thank you again for the opportunity to discuss our views on 
these issues, and 1 hope that we may be of service to you in the 
future.. 

Mr. Simon, Thank ycu very much for an excellent statement. 
One of the things you touch upon that really meshes with the pre- 
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vious witnessed testimony* and that is you speak about the com- 
lexity of the application pioce-s foi students using vaiious forms. 
Ir Ihlanfeldt te^tiiled that I think it was 3:5 percent of all fresh- 
men have not heard of the basic programs. I run into college and 
university groups who do not understand the financial aid pro- 
grams, and it is no wonder that a student from a rural school in 
southern Illinois or an inner city school in Chicago gets totally con- 
fused by it all I think one of the things - and this goes beyond the 
immediate budgetary problems we arc dealing with right "now, but 
I think one of the things that this subcommittee has to deal with 
before too long is to see if we cannot simplify this proceduie and 
make it clear to everyone in the Ny'ion how you go about getting 
help for college. 
Mr. Weiss. 

Mr Weiss Thank you, Mr. Chairman. I have no questions. I do 
want to compliment the witness on her testimony. It was very 
clear. 

Just a word on your last statement. Again you are assuming that 
ui I act the administration wants more and more students to know 
how they can get help. 

Mr £3imon, I am not making that assumption, Mr. Weiss. 

Mr Erdahl lor the defense? 

Mr. Krdahl. Mr. Chairman, I am not sure that I am the proper 
one to call for the defense. 

I have a couple of questions. I would also concur that you have 
given us a fine statement today. Mi. Simon already touched on the 
complexity of the application form. Could we not have a simplifica- 
tion there? 

I had another question that I should have asked th** previous wit- 
ness, but since you are here I will ask you. Where has the break- 
down been in the failure of students to find out about these giants? 
Is that something that the colleges and universities them .Ives 
have failed to get their people onto the high school level? Ha* it 
been the high t>chool guidance counselors, the teachers? Where is 
the breakdown? The previous witness said maybe half of the young 
people are not avvare of the grants. Wflere has the breakdown oc- 
curred, in your opinion? 

Ms. Rosknberci. I do not think I would have facts or figures but 
my feeling is it would have to be all of the above. If the high school 
guidance counselors do not understand the programs or are not 
aware of exactly how a particular student contemplating college 
would be aided by them, then the students are going to suffer. Col- 
lege financial officers certainly do not have the time to have a lot 
of uut reach program* to students who are already in college to sup- 
plement the inibi mation that students may get on these programs. 
I think it is a combination of a number of factors. 

Mr Erjjahl. Another you mentioned and you questioned is the 
validation procedure. Do you see ways that that probably could be 
done without discriminating and still be inexpensive to students 
and achieve some kind of accountability? 

Ms Rosfnhkuc. 1 think I agree with i me of the comments that 
have been made that the fact that people are using estimated data 
is a cause foi discrepancies between any data on the application 
form and then later verification, validation. Perhapc the euggectior. 
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ol the preuuuh witness that we uae previoub-year data, which could 
substantiated iiiumdidtt 1\ with the application form and with 
an earlier application form so that the process could not have the 
delays that we have been experiencing, I think perhaps that is a 
solution, I am not an expert on that, so I would have to refer to 
others. 

Mr, Ekdahl. Sounds reasonable to me. Thank you very much. 
Thank you, Mr, Chairman, 

Mr. Simon, Thank you for your testimony This conclude* oia 
hearing. We will resume oui hearings Tuesday at 10 a.m. 

(Whereupon, at 11.05 a.m., the subcommittee was recessed, to re- 
convene at 10 a.m., Tuesday, February 2, 1982.] 

[Material submitted for inclusion in the record follows.] 

liiMttiiOW Mt (ibNMtAL > R bPUM TO THh CllAlKMAN. SENATE COMMITTEE (IN L.ABOK 

and Human Resources 

sTUJt.NT* Rtl LIVING tfcDKRAL AID ARE NUT MAKING SATlsEACTUKV AC A DEM H I'KlA.KE&S. 
TOCO HER STANDARDS ARE NEEDED 

had* >imi the I S Government provides billions of dollars in financial aid to stu 
dents seeking a post>econdary education. While a wide array of assistance is availa 
ble, tin* major programs are administered by the Department of Education lED). the 
Veterans Administration *VAi, and the Social Security Administration iSSA) These 
program-* provided about §7 H billion in student aid during fiscol vear 1!>80. (See p. 
1 » 

There an* no uniform requirements anions the tnree Fedeial agencies regarding 
satisfactory academic progress ut students receiving financial aid VA requires an 
institution to establish and enfoue a leasonable polic v on satisfactory progress and 
meet spruhc requirements set by law and regulation. ED also requires that an insti 
tution >et and enforce a policy, but does nut provide specific criteria SSA does not 
imoo^e standards tor academic progress . * its program since there is no require 
ment set by Jaw See pp 12 to S i 

In visits to Ju institutions oi higher education and a review of more than .",800, 
randomly M-lected student transcript*. GAO found that man> students receiving fi 
nancial aid %vt re not making satisfactory progress Mainly this resulted from school 
standards that allowed .students to remain eligible for aid without proving that they 
were moving luvcard a definite goal with adequate grades and at » reasonable rate. 
Some of the institutions were not even enforcing their own standtuds (See p 9 ' 

GAO conducted it> review in response to concerns raised in previous reviews of 
student aid programs on the adequacy of standards for detei mining satisfactory aca 
demic progress After this review began, the Chairman of the Senate Committee on 
Labor and Human Resources ea. pressed an interest in the issue and requested GAO 
to prepare a report on its findings for the Committee (See p. 8 ) 

STANDARDS ARE NOT ADEQUATE 

An rtt«»itivi academic progress standard should consider all factors which affect a 
student s acadumc performance Howevei, many of the schools visited did not have 
reasonable requirement concerning such factors a> minimum grade point averages 
•UPAst, nonpunitive grades, and the rate of movement toward Completion of a pio 
gram of stuck tSee p * 

While the schools visited uniiormly required a 2 0 GPA ton a 4 0 scale i for gradua 
don. ihev norniaih si»t their standards for determining academi* progress at consid 
ei tbU U»wei levels This resulted in large numbers of students pn financial aid with 
low grade* Oveiall, UK» percent ol the ED aid recipients, 2.1.1 percent of the SSA 
aid reupient*.'and 1J 4 percent ol the VA recipients in OA > samples had cumula 
tive GPAs below iu In many cases, the averages were belc 1 or the equivalent 
ol a D-phls * 'See pp !l to 12 J , 

The perfo.maiue ol many students in (J AOs samples -s distorted b,v their 
schools overuse ol nonpunitive grades grade., which have n fleet on the GPA or 
do not count toward progtam completion The schools often offered wide ranges of 
grades whuh had no elfect on the measurement of progress At two schools, nonpu 
niiive grades accounted for more than 10 percent of all grades assigned during a 
recent U»rm iJ?ee pp 12 and 1 » 
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A common example of a lumpumtive grude is that assigned for a cuurse withdraw- 
al. The schools visited often allowed students to withdraw from a course without 
penalty far into the term, GAO found many examples of students who had with- 
drawn from courses, allow ip t them to maintain higher CPAs, but also adding to the 
time necessary to complete a course of study. During the spring term of 1980, more 
than 20 percent of the ED and SSA aid recipients in GAO s sample withdrew from 
courses so that the number of hours they took was less than the number of huurs 
t required under their aid programs (See pp. 13 and 14.1 

Other nonpunitive grades weie given for courses not cumpleted or later repeated. 
Incomplete grades were uften earned on a student's record for an *»xtend*»d time 
and, ;n some case*, 'Acre uever converted. Tnis resulted in higher CPAs than would 
have otherwise been the case In some instances, students were alluwed tu repeat 
the same course numerous times. (See pp. 15 and 1(5.) 

Onlv 10 of the 20 schools visited had specific requirements concerning the rate of 
a student's academic progress, and these requirements were uften ineffective. This 
led tu instances where students stayed in school and un financial aid fur inurdmate 
lengths uf time Among the ED aid recipients sampled, percenter thuse attend- 
ing school on a quarter by stem and 61.5 percent of thuse un a semester system were 
behind in their studies. (See pp. 18 to 20.) 

In general, fewer instances uf poor progress were nuted among VA aid recipients 
than either ED ur SSA aid recipients. GAO believes that this is due to the more 
stringent requirements, set bv VA, including {li prior VA approval of a schools aca 
demtc prugress standard ana 4 a student s course of study and (2) refusal tu pay fur 
courses outside uf an appruved course of study, from which the studont withdrew, or 
which did nut count tuward program completion. Neither ED nur SbA has such re- 
quirements ED ufficials said they do not believe ED has the statutory authority tu 
issue regulations setting specific requirements. There are nu statutory requirements 
for academic prugress in the SSA program. (See pp. 3 to 8.) 

STANDARDS ARE NOT ENFORCED 

Nonenforct nent uf academic prugress standards is a major problem Nine of the 
schools mm ted were not enforcing their published standards. Three schools were not 
enforcing their standards for ED or VA aid recipients, five schools were not for ED 
aid lecipienU only, and one school wan not for VA aid students only. SSA had no 
academic progress" requirements. (See pp. 22 and 24.) 

Fur the schools which had not enforced their standards for ED aid recipients, 
GAO estimated overpayments of about $1 28 million. GAO did not project overpay 
ments for VA recipients because the schools did not ha\e information on the 
amount of financial aid paid by VA, (See pp. 22 and 23.) 

CONCLUSIONS 

Weak and nonspecific Federal requirements on academic progress have led to 
abuse of the student aid programs, particularly those administered by ED and SSA. 
A uniform Federal policy is needed. Although VA standards set by existing legisla 
Hon and regulations are generally adequate, standards are needed for the rate at 
which a student is progressing. GAO believes that ED and SSA requirement i should 
be essentially the same as those set by VA, This would require change,- to both 
authorising legislation and program regulations. (See pp. 25 and 26.) 

These changes would accomplish the following objectives: 

Tighter academic progress standards would save Federal funds now being paid to 
students not making satisfactory progress. 

Schools would encounter fewer differences in the requirements for administering 
the three agencies' programs. 

Federal agencies v\ould be able to better coordinate their efforts in setting aca 
demic progress requirements* and monitoring their enforcement. 

Also, students might be encouraged to enroll in programs which are more suited 
to their abilities and which they are more likely to complete. (See p. 26.) 

RECOMMENDATIONS TO THE CONGRESS 

In a previous lenort (see p Vi. GAO recommended that SSA student benefits loi 
postsecondary students be discontinued. The Congress has provided for the discon 
tinuance of these benefits in the Omnibus Budget Reconciliation Act of 1J)M. Since 
the program will be phased out over a 4-year period, however, GAO believes there is 
a need for academic progress requirements for students who continue to receive 
SSA benefits. Therefore, GAO recommends that the Congress amend the Social 5e- 
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cuntv Act to require student* receiving |>osUsecondary education benefit to main- 
tain satisfactory progress in the tours* of study pursued, according to the standards 
and practices "of the school attended GAO also recommends that the Congress 
amend the Social Security Act and the Higher Education Act of 1965 to authorize 
SSA and Ed to issue regulations setting forth general requirements for institutions 
of higher education to follow in establishing academic progress standards 'bee p 
27 > 

RECOMMENDATIONS TO THE SECRETARY OY EDUCATION AND THU SECRETARY OF HEALTH 

AND HUMAN SERVICES 

If the Congress amends the legislation as GAO recommends, the Secretaries 
shouk ,ssue regulations setting forth general requirements that institutions must 
meet in establishing academic progress standards for postsecondary students receiv- 
ing ED and SSA financial aid. ... e 

These regulations should specify that an institution establish, publish, and enforce 
academic progress standards for students receiving aid, subject to the agencies 
review and approval While the regulations should allow each institution discretion 
in setting its own standard, the school's standard should provide for 

a reasonable relationship between the minimum proficiency levels or GPAs re- 
quired and the requirements for graduation or program completion; 

movement toward graduation or program completion at a reasonable rate; 

limitations on excessive withdrawals, repeated courses, courses for which nonpun- 
itive grades are assigned, and courses that do not count toward graduation or com- 
pletion of a program; and , c ,. 

application of the standard on a timely basis, preferably at the end of a grading 

period 

The school should ako be required to show U> how the academic progress stand- 
ard relates to the school s probation- suspension policies and (2l what a student has 
to do to have aid reinstated, (See p. 28.1 

RECOMMENDATION TO THE ADMINISTRATOR OK VA 

The Administrator should issue regulations, supplementing those now in effect, to 
require institutions of higher education to include provisions in their acadtnnc prog- 
rei standards which would require students to move toward graduation or program 
completion at a reasonable rate, (See p. 28. » 

RECOMMENDATION TO THE DIRECTOR O* THE OFHU-. OF MANAGEMENT AND BUDGET 

The Director should ensure that ED. SSA, and VA coordinate their efforts in set- 
ting and enforcing requirements for academic progress standards under student h- 
nancial aid programs in an effort to improve administration at both the federal and 
institution levels, (See pp. 28 and 29. 1 

AGENCY COMMENTS AND GAO'i* EVALUATION 

IUKs and OMB generafl|iteed with GAO* recommendations HI IS questioned, 
however, the usefulne>«WJ51einenting standards for its program, which is being 
phased out VA did wARn* with OAO's recommendation claiming it wuuldbe 
unworkable and an administrative burden. (See apps VI. VII, and VIII » GAO did 
not a«ree with either agenc> «See p «Q.i ED was given the opportunity to provide 
comments on a draft of this report. It had not done so when the 30-day statutory 
comment |mtkk! expired and this report wa* finalized. 
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OVERSIGHT ON CURRENT STATUS AND ADMIN- 
ISTRATION OF FEDERAL STUDENT ASSIST- 
ANCE PROGRAMS 



TUESDAY, FEBRUARY 2, 1982 

House ok Representatives, 
Subcommittee on Postsecondary Education, 

Committee on Education and Labor, 

Washington, D.C. 

The subcommitt e met, pursuant to call, at 10:20 a.m., in room 
2&>7, Rayburn House Office Building, Hon. Paul Simon (chairman 
of the subcommittee) presiding. 

Member* present. Representatives Simon, Peyser, Erdahl, and 
DeNardis. w , xjr . . 

Staff present. William Blakey, staff director; Maryln McAdam, 
legislative assistant, Betsy Brand, minority legislative assistant, 
and John Dean, minority counsel. 

Mr. Peyser. This hearing will come to order. 

Chairman Simon has been delayed for a brief period of time but 
he will be with us shortly. In the meantime, Mr. DeNardis and 
myself will get the hearing underway. 

This begins the second week of oversight hearings on major Fed- 
eral student assistance programs. 

This morning we will hear from the executives of three btate 
guarantee agency heads who will contribute to our knowledge of 
the Guaranteed Student Loan and Auxiliary Loan programs, 

We will hear spme suggestions on how we can improve these pro- 
grams within current cost constraints. 

I would like to enter Chairman Simon's statement for the record.. 

(Opening statement of Hon. Paul Simon, chairman.] 

Ofnin<; Statbmknt of Hon Pau, Simon, a Rlprbsbntative in Concurs s From 

THE St ATI: OK |l LIMll* AND CHAIRMAN. Si IK OMMITTKh ON POSTSKCONDARY bPlVA- 
Tl<>\ 

Utiod morning Ihe Subcommittee on Postseuaidurv Education begins its second 
v,wk ot oversight bearing on the major Federal student assistance program* I his 
morning we hear from the executives of three state guarantee agency heads 
who contribute to our knowledge of the Guaranteed Studem Loan IGSL» and 
Auxiliary Loan programs We will hear some suggestions on how we -an improve 
thev« programs within current cost const! aints 

1 uant to emphaM/e the last pomt because 1 think it is clear that we are not in an 
em oi expansion With the Administration contemplating further massive reduc 

Hons including ... , i- i i 

Eliminating graduate and professional school student eligibility in the Ciuaran 

teed Student Loan piogram: 

iSol 



9 



ERLC 



86 



Eliminating thr Suppkimntdl Educiitiunal Opportunity Grant and the Nattunal 
Direct Student Loan i capital cuntributiuni, while* reducing the College Work Study 
program by more than $100. and finally, 

Reducing funding for Pell Grant* b> $1 bilhun beluw the fiscal year 1981 appro- 
priation 

I intend to oppose these changes and the recum mended reductiuns. I believe rrust 
at my colleague^ share m> views and will wurk cooperatively tu find responsible sav- 
ings and seek suund legislative sulutiun& which will maintain a viable set uf Federal 
student assistance prugrams These programs are important tu sustaining the Na- 
tion's voiufnituieat tu tducuiiuiial opportunities* fur luw and middle income students. 
They are alsu critical tu maintaining di verity amung public and private postsecun- 
dary institutions. 

I know that several uf our witnesses today have specific suggestiuns, while other* 
have information which will guide our thinking. I look forward tu hearing from 
each of you. 

Mr. Peyslr. I think that one of the most critical things for all of 
us who are involved in this week and who are concerned about 
what is happening falls right on that line of the constraints that 
are being placed on the education community by this administra- 
tion It is something that we have to, (1), learn to, if we can't win 
the battles, to work effectively wi',hin them. 

And then, (2), by the knowledge we learn of what is happening 
out there from the people who are going lo be testifying, of seeing, 
perhaps, if we can restrict further cuts in these programs. That is 
going to become of tremendous importance to all of us. 

Now, having said that, I will defer to Mr. DeNardis if he has any 
opening remarks and then we will get our hearing underway, 

Mr. Denardis. Mr. Chairman, no, I don't. Lets commence. 

Mr. Peyser. Very good. The first panel includes Mr. Joseph 
Cronin, pi evident of the Massachusetts Highti Education Assist- 
ance Corp. from Boston, Mass.; Richard Hawk, president of the 
Higher Education Assistance Foundation, Overland Park, Kans., 
and Dr. Dolores E. Cross, president of the New York State Higher 
Education Service Corp. , 

I would suggest for the benefit of all who will be testifying, your 
entire statements will be put into the record. You may either read 
them, summarize them or "handle this in any way that you see fit. 

I would also like to remark on the importance of these types of 
hearings and these programs to the public was well illustrated to 
Mr Cronin and myself just 2 weeks ago in Massachusetts when I 
ttas» speaking at a program in Framingham at Framingham State 
College. There was a blizzard going outside, and with all sorts of 
travelers' warnings of people to stay home, we had a couple hun- 
dred people who were in that place. They came out regardless, be- 
cause of their concern. 

It was a verv graphic demonstration to me of how the public 
feels and is concerned on these issues. 

So, Mr. Cronin, if you w ill lead off, we would be delighted to hear 
from you. 

Incidentally, we will hold anv of our questions until the panel 
has completely testified and then we will have ouestions. 

STATEMENT OF JOSEPH M. CRONIN, PRESIDENT, MASSACHU- 
SETTS HIGHER EDUCATION ASSISTANCE CORP., BOSTON, 
M.ASS. 

Mr. Cronin. Thank you, Congressman. 
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I was asked if 1 would comment in particular on the experience 
with the PLUS program, that being one of the newer programs and 
one that we implemented at the first possible opportunity in Mas- 
sachusetts on January 2 a year ago. We have^had, perhaps, a little 
bit of $ headstart and have a few suggestions to make about both 
the Parent Loan program and on the amendments which hdve 
been called the Auxiliary Loans to Aid Students, ALAS. ' 

I believe it»v colleagues will probably speak on other aspects ol 
the guaranteed student loan program although they may have 
some comments on PLUS as well. , 
S We are going to differentiate, at least in my testimony, between 
the PLUS program and the ALAS. 

The parent loan program for undergraduate students, we think 
achieves the objectives established for it by Congress in 1980 and 
only a few changes are needed to perfect PLUS. 

But the ALAS program is a disaster. Very few banks wish to par- 
ticipate in such a poorly designed, low yield, uncertain program, 
and any thoughts of putting all graduate professional school stu- 
dents on ALAS should be summarily dismissed as unworkable, 
unwise, and unfair to students and schools. 11 

The ALAS program, if it is to survive at all, nee.ds major repairs 
beginning with the unfortunate acronym and "including practically 
every major structural component. 

Now, why does PLUS pass and ALAS fail? Well, first of all, the 
PLUS program was created not as a substitute for the GSL but as 
a supplementary program, mainly at the request of the higher cost, ^ 
independent colleges of which we have very many in the North- 

east * 

For example, of the r irst 6,000 parent loans that we have guaran- 
teed in Massachuetts, 94 percent of them w,ent to aid parents to 
pay for tuitions at 4-year colleges and 84 percent of them were for 
tuition at independent colleges and universities. 

How does the program work? I will just give you some oi t&e 
highlights. We do ask for a credit check. We ask the banks to per- 
form this just as they would for any other personal or consumer 
loan using due diligence. And more than 95 percent of the appli- 
cants have proven to have satisfactory credit histories and to begin 
repayment within 60 days at at least $50 a month. 

That is the essential ingredient of the PLUS program and that is 
why it costs less to the Federal Government. 

We have had on 6,000 loans only three insurance claims to date, 
all of them related to the death or disability of the borrower. There 
have been no financial defaults. % 

I understand you have at least one bank testifying. They will tell 
you that the PLUS program requires 'somewhat more work than 
the guaranteed student loan^ecause the loan goes into repayment 
right away and because of the credit check. , 

However, our banks say that they have been very- much lm- 
oressed by the quality of borrower and by the fact that this gener- 
ates additional business for the banks. . iA 10 r 

So we have about one-third of our lenders in Massachusetts, 125 
who have joined the parent loan program in the first year. It took 
us 25 years to get 380 lenders in the student loan program 

We think we are making good progress in recrbiting banks. 
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We had a national conference in Denver a few weeks ago with 
the 23 States that have already joined the parent loan program. 
Many of the 23 States that are planning to join it this spring and 
summer attendee) and we exchanged information. 

We are not too happy about the raising of the rate last October 
from 0 percent to 14 percent. We thought this might choke off new 
burrowing, but it did noJL. Since October we have had 1,000 parent 
loans processed. We have had excellent cooperation from the .col- 
leges and universities in tei ms of processing these loans. 

We ha\e made them to 150 schools all over the Nation, in Massa- 
chusetts and outside. I mention some of the colleges in*niy testi- 
mony, „ * . 

Now, what changes should be made in PLUS? What specific pro- 
posals should this committee of the Congress consider? One flaw 
that we see is the proposal to hold the interest rate firm for 1 year 
even after the Treasury bill falls below 14 percent as it dtd last Oc- 
tober. 

If that provision stays in, it means that next summer when tHe 
President's economic program is working and inflation curtails and 
interest rates are down to 8 or 9 percent we are going to have this 
sky-high 14-percent program. 0 

So what the committee needs to consider is some kind of trigger 
mechanism or twice a yeai readjustment mechanism which I think 
you can build in, probably takiitg about a paragraph, to adjust the 
interest rate perhaps twice a year. People, think in terms of Treas- 
ury bills and first quarter, second quarter. 

The ideal times would be the end of the second' quarter which*, 
would be the beginning of the summer season and then at the end 
of the year. We do Have some second semester or January loans. 
We do have a number of students, students who begin their aca- 
demic work in January of eacfih year. y 

So those ire two good points to adjust it and \vc should not wait 
the 12 months. - N 

That provision which was hastily put together during the August 
conference committees w^as copied almost verbatim from the GSL 
language on 9 percent going down to, 8 percent. 

Well, that was so far below market that that is not a serious 
problem but it is for a loan so close to market rates as is the PLUS 
loan. 

Just as an example, in Jitre End December, if the T-bill were 
below 14 percent, this should trigger a 12-percent PLUS loan rata 
If below 12 percent, it should trigger a 10-percfent PLUS an£ even- 
tually go to 8 percent and maybe Jbelow if the Claremont economics - 
people are correct with some of their predictions but I did not want 
to overload the circuits at this particular hearing. 

The second change is to take a look £}t the loan limit. Three thou- 
sand dollars a year was OK as vve moved into the 1980" s but With 
universities itod colleges playing catch up ball with tuition and 
faulty salaries it would be better to make a / word change and say 
$'j,000 v a semester rather than $3,000 a year withe a maximum eli- 
giblity of $0,000. Mind you, this will still be less than h^ilf of the 
total cost of education at many of our fine colleges in the North- 
east which are going to go up next year to $12,000 and $13,000. 
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Many of ihtw families may not be eligible for the guaranteed 
student loan*. So, this is a serious proposal, especially important if 
M>me of the other grant programs are further curtailed this year, 

A final recommendation on approving the PLUS program, the 
law bhould authorise the use of credit life insurance by State guar- 
antee agencies to reduce claims due to death. 

Now, this is not as serious an issue for the GSL. We find that our 
* parents participating in the program Jgange in age from the late 
thirties right up into the seventies. t t , 

Actuarily the chances of some of our older PLUS loan recipients 
making it through the 10th year are just a little bit shaky. But life 
insurance would Be a very modest addition of cost maybe 40 or 50 
per $1,000 and would protect both the Federal and State guarantee 
agencies. 

It sounds like a modest change but it would help curtail the cost 
to th% Federal Government. 

The auxiharj loan program, ALAS, we have found no lenders, 
rtsud} to make these immediate repayment loans to students who 
may have no money to repay and who have the right, under the 
law, to ask for deferments from payments right away. It is just con- 
tradictory. The illpgic is buiU in. 

The acronym, ALAS, itself, deplorable and perjorative, even the 
Department of Education refuses to use it and we agree with that. 

In fact, we suggest that this label be dropped immediately, this 
being the only change that could take effect at once without caus- 
ing severe problems. 

Now, we have tried to make ALAS work in Massachusetts. We 
had a ork conference with 15 lenders and 30 graduate profession- 
al school aid administrators to see how it could go. After 3V& hours 
of tense discussion we said, look, what really makes sense, and this 
is ;deal, a provision allowing a graduate student to demonstrate 
need for and obtain up to $8,000. a year for graduate professional 
studies under the graduate student loan.program. This is the right 
solution. 

We realize it is more costl> to the Federal Government than the 
existing $5,000 limit but it is needed b> students in our part of the 
world attending graduate professional programs costing as much as 
$11,000 to $18,000 a year. 

The Tufts New England Veterinary Medicine School costs 
$18,500 a year tuition this year and of that some of the States buy 
seats for about $k,v,00 or $10,000 leaving those students with a bor- 
rowing need of up to $8,000 a year. That is the only veterinary 
medical school in New England. 

Second, the«next preference would be to redesign the programs 
the parent loans to undergraduate and graduate students. Several 
of our bankers have proposed this. The acronym would be called 
PLUGS, which, of course, fills the gap. With the graduate compo- 
nent exactly parallel to the PLUS program except for the right to 
ask for deferments could be eliminated and up to $6,000 a year per 
student could be loaned with a payment to begin within 60 days. 

Now, this works for the young;er graduate students, not for the 
older ones who ma> be married, in which case a paragraph could 
be added saying that a^working spouse, there has to be somebody 
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creditworthy and able to repay would substitute for the parent if 
one-was not willing or available to take out the loan. 

The third possibility would be to allow discounting the loans 
such as is common ift many consumer loans. That is to say for a 1- 
year masters you could pay the interest up front from the loan 
proceeds. 

This would require an exemption from the fcruth r in-len(Jing dis- 
closure which is an idea whose time may have conoe for the GSL as 
well, this program being rather tightly regulated by the Congress 
as it is and with a number of unconventional features such as de- 
ferments and origination fees and the like. 

Every time we have to change the promissory note and that was 
three times in the year 1981, the program changed in January and 
August and October, we have to go and redesign the computer 
which produces the promissory notes and then get all the signoffs 
from State and Federal officials in terms of disclosures and truth 
in lending. It is very cumbersome. 

Another progressive" proposal is to merge the PLUS and HEAL 
program. Last year the, HEAL program rose at an interest rate of 
above 19 percent. We should not call this the HEAL program but 
the gash or wound or maim program, anything but HEAL because 
it is absolutely unhealthy. I got that idea from some of your folks 
in New York State. 

The 14-percerit interest rate should be the highest that anyone 
would pay for any of our graduate programs. There is a possibility 
for consolidation pv merger! 

Again, the most serious criticism we would have of making grad- 
uate students pay for their loans while they ar.e in schooi is that by 
the second year in a doctoral program or law school program or 
any masters, program^ the interest alone on two ALAS loans 
■ would be*S840 a year, $70 each month. By the third year, $105 a 
month or $1,260 a year. , \ 

Our colleague, Col. Robert Ziegler, head of the Ohio agency, 
within moments of hearing this scheme, said this would provide 
the "quick, slick road to default." 

We feel strongly that if a nation is to invest in the scientific, en- 
gineering, medical, management and educational expertise that we 
require, that this is nQt the time to relinquish quality in these 
fields and discourage enrollment. 

In the help, wanted ads .that the President of the United States 
referred to at a recent press conference, 22 out of 24 pages were for 
highly qualified and educated professionals, the kind who graduate 
from these specialized schools. 

We must not now forsake the mo f t ambitious and most intelli- 
gent students in America. 

Thank you. 

Mr. Peyser. Thank you. very much for your testimony. 
[The prepared statement of Dr. Joseph M. Cronin follows:] 
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Prepamu Statkmknt op Dm. Wh M. Ckon.n, ^"^ M * MACH0SErre H,CHSR 
Education Assiotanck Corp., Boston, Mass. 



The PLUS Program, Parent Loans for Undergraduate Students, achieves ihe ob- 
jective esUblished for it by Congress in 1980. Only a few changes are neededlto per- 

fe The L ALAS Auxiliary Loans to Aid Students, is a disaster born of last Summer's • 
recVr'ihat.on p7o£« Very few banks wish to participate in such a ow-y.eld poor y 
de^aned PrwraWAny thoughts of putting all graduate and professional school ttu- 
Son SSS£«M»» summarily dismissed as unworkable, unw,* an unfair ^ to 
students and schools. ALAS needs major repairs begjnnmg with he unfortunate 
acronym and including practically every major stractural component 

P&S?Jt™^iri!^ry program, mainly for higher cost jndepend- 
ant collwef Of thYfirst 6,000 PLUS loans in Massachusetts 94 percent* went to pay 
SftS 84 percent paid for tuition at high-cost col eges. J ' 

Pa«nU were S to submit routine credit information for analys.s identical to 
th ff whKh wSild bT required for a personal or consumer loan to employed adults 
Mot than 95 percent of applicants proved to have satisfactory credit his ones and 
the ™.K?t t S repayments ofat least $50 a month within sixty days of d* 
bursen^nt of theloan. KHEAC has paid only three J™™^™* G £ 
PLUS loans, all relating to the death or disability of the borrower. Thei^ have been 

"feXrewrUhat'PLUS loans require more work.than guaranteed student loans 
because o7thecSit check and th? immediate collection activity Howivfer. this is 
S by the excdlent quality of borrowers and the variable rate fed I tj jhe Trea* 
uryBill which carried a total yield of 19 percent for two quarters in \9^\ and lb 

^^ffiE£?i*m* an increase in other banking business from 

P One &rrt"and twenty-five lenders have joined the PLUS program compared to 

^^iSf^^rSf^^^^, but th* change to 14 percent wis accepted 
We have guaranteed more than 1000 PLUS loans since October 1st 1981 when the 
rkte changed. Some 450 schools processed PLUS loans. Fourteen of he top . twenty 
university were in Massachusetts and ^\^/ S «^9^J^X& 
Nnrthpastern Harvard and the University of Massachusetts Utners lnciuatu 
K5,, Syracuse! Providence College, Colby College and the Universities of Vermont 

an Conege S R irthe h Northeast, both high tuition independent colleges and the major 
landX un wrsVties have cooperated to expedite the processing of these loans 
oSaSfSSS^yiac^ the cash flow and the assistance to families w.th 
two or three students in college at once. 

What changes should be made in PLUS? ; roto n t Ipist 

1. Consideration should -be given to a proposal to 
twice a year at the end of the second quarter and the end oT K°"™ f X ^ow 14 
rntirnl Doints for volume). As nflat on subsides and the Treasury Bill tails De ow 11 
• SSt^ should not be necessary, as under the 1981 Amendments, to wait twelve 
mo , nWor the downward adjustment. This timetable, copied- almost verbatim from 
mngui used SZ OSL. i percent to 8 percent transiuor ^ is too rig, foHoan 
rates set so close to market level. The June and December 91-day T-Bi 1, if I below _M 
SrcenTshould trigger a 12 percent PLUS rate, and if below 12 percent, should trig- 

for the acadeSyear 1982-83. More than one hundred colleges now cost * 0 000 a 
7ea or nioreTo fend. Several colleges w.U this >ea r ^announce JISJ 00 total tu- 
ition, fees, inland ^^^Pg^ ^A^Ar 
fig? r es 1 f P 4 grS a^fuSer reX'ed. loan eligibility for middle income 
famili^ l^ited; p 1 work opportunities remain constrained, the pressure on fami- 

"1 ThHaw sTOd^auttri^ruse of credit life insurance by state guarantee 
agenc^ tS %££ death Es on PLUS loans. It would be discriminatory tc .deny 
Eto parents in their sixties or seventies (our agency has guaranteed three PLUS 
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loans to .septuagenarians/. It nia> $osl as little as $.40 per $1,000 to obtain credit life 
coverage to cope with actuarial inevitabilities. 

The ALAS or Auxiliary Loan program in Massachusetts, alas, in 1981 found no 
lenders* willing to make "immediate repayment" loans to students who may have no 
money to repay and who have the right to ask for deferred repayments. Any pro- 
gram so illogical and'contradictory is inhkely to succeed. The acronym ALAS itself 
is deplorable and pejorative. Even tru J.S. Department of Education refuses to use 
it. My agency suggests it be dropped immediately this being the only changes which 
could take effect at once without causing severe problems. 

On January o thirty Massachusetts financial aid administrators for graduate and 
professional schools met with fifteen lenders to see how the ALAS program might 
be made to work. There was a general consensus that: 

1. What makes more sense is a provision allowing a graduate student to demon- 
strate need for an obtain up to $i>,000 a year for graduate and professional studies 
under the Guaranteed Student Loan Program. This is more costly to the federal 
government than the existing $.">,000 limit, but it is needed by students attending 
programs costing as much as $11,000 to $18,000 a year, 

2, The next preference is to make Parent Loans to Undergraduate and Graduate 
Students (PLUGS— to fill up a gap) with the graduate component exactly paralleled 
to the PLUS program except that deferments could be eliminated. Up to $0,000 a 
year per student could be loaned with repayment to begin within sixty days. A 
working spouse or guardian could substitute for the parent if ont was not willing or 
available to take out the loan. 

•I. Another improvement would be to allow discounting of the loan such as is 
common to many consumer loans lone year interest paid up front from the loan pro- 
ceeds). This requires an exemption from the Truth-in-Lending disclosure which is an 
idea wjiose tune has come for the GSL as well. The purposes of Truth-in -Lending 
»«ye satisfied b> the tight regulation of both programs and the unconventional 
nature of these loans u.e. deferments, origination fees, differing interest rates, etc.) 

I, Congress should consider merging the PLUS and HEAL programs. Charging 
luture doctors and dentists as much as 11) percent last year unhealthy and is scaring 
lenders almost as much as it wounds the student. The U percent interest rate 
should be the universal maximum with parents lor spouses) encouraged, to make in- 
terest payments during the in-school period. 

Most of all. it must be realized that many graduate students have very little 
money am! cannot pay even the interest on two loans ($810 a year, $70 each month) 
while in scnool the second year, or $l,Jt)0 or $10."> per month in the third year. Such 
a scheme is, as Colonal Robert Ziegler of the Ohio agency vividly suggests, "the 
quick, slick road to default.** 

The nation must invest in the scientific, engineering, medical, management, and 
educational expertise which we require. This is not the time to relinquish quality in 
these necessary fields. The help wanted ads emphasi/.e the need foi highly qualified 
and educated professionals. We must not now forsake the most ambitious and most 
intelligent students in America. 

Mr. Peyser. Next We have Richard Hawk. 

STATKMKNT OF RICHARD C. HAWK, PRESIDENT. HIGHER 
EDUCATION ASSISTANCE FOUNDATION. OVERLAND PARK, KANS. 

Mr. Hawk. Thank you very much, Mr? Peyser. 

This is a very serious matter. There is a great deal which needs 
to be said. Accordingly, Mr. Chairman, my written testimony is 
longer than I would like for it to be. I shall not burden the reading 
of that but I shall make comments on that written testimony. 

Mr. Peysek. Thank you. 

As I stated it will all be entered in the record. 

Mr. Hawk. Thank you. 

There is contained in that testimony a plan for reducing Federal 
expenditures for the guaranteed student loan and I do refer to re- 
ducing Federal expenditures rather than reducing costs because 
the fact of the matter is that there is relatively little, if any, oppor- 
tunity to reduce costs of the program. 

9/ 
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Hence, when one talks about reducing costs, one is really talking 
nbout reducing Federal expenditures. Reduction of Federal expend- 
itures can come through one of two alternatives, both of which are, 
frankly, undesirable. . 

One is to restrict the volume of loans on which the Federal Gov- 
ernment incurs costs, thereby reducing opportunity for the citizens 
of this Nation to have access to postsecondary education. 
• The other alternative is to simply transfer the cost from the fed- 
eral Government to other parties, in particular the borrowers and 
students who need assistance to begin with. 

Nonetheless, I am advancing a plan which would provide lor re- 
duction in Federal expenditures in amounts approximating $f5U 
million over the life of loans originated next year. 

Assuming that volume would remain relatively constant, another 
$750 million would be saved over the life of loans originated in the 
subsequent year following and thereafter. 

The plan has two components, Mr. Chairman. The first, of which 
involves elimination of the new origination fee with a substitute in 
its place of a change in the reinsurance arrangement. 

I am sure we are all gratified to see Mr. Simon arrive. 

Mr. Simon. My apologies. I have just come from the airport and 
there is nothing I can do about those things. „ 

Please continue your testimony and my apologies for getting 
here late 

Mr Hawk. Mr. Chairman, I just said to the committee that the 
plan which is contained in my written testimony would provide 
savings on the order of $750, million over the life of loans originat- 
ed next year and another $750 million over the life of loans origi- 
nated in each year thereafter. . 

The plan has two components, the first of which involves elimi- 
nation of the origination fee and a replacement of that origination 
fee with a change in the reinsurance arrangement. 

The proposed change in the reinsurance arrangement would gen- 
erate net savings after elimination of the origination fee of in 
excess of $140 million over the life of the loans to be originated 

next year • 

Moreover, the change in the origination fee which would involve 
an increase in guarantee ."fees, fees which are charged by guaran- 
tors to student borrowers would not result in a net increase in 
costs to student borrowers because with the elimination ol the 
origination fee the student, on average, tomes out the same. 

So that component of the olon results in significant savings over 
the life of loans originated in e'ach year and does not cause an addi- 
tional cost burden on the average to the student. 

The modification of the reinsurance arrangement, essentially 
says that we should discontinue the practice under which the Fed- 
eral Government always carries the initial and major burden with 
respect to defaults and we should place that burden on the guaran- 
acency . 

As vou know,^Cthe present time the Federal Government reim- 
burses guarantolTor 100 percent of all claims for death, disability 
and bankruptcy and 100 percent of the first 5-percent of defaults 
which occur in each year with the determination of that 5 percent 
default rate being based on a comparison of loans which go into de- 
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fault in thut year with loans which happen to be in repayment in 
that year. 

Next year the cycle starts over again with the first five percent 
being fully reimbursed by the Federal Government. 

This proposal is to turn that around and cause the first defaults 
in each year or the first defaults with respect to any loan portfolio 
to be borne by the guarantor with reimbursement by the Federal 
Government coming in only as default rates increase. 

Now, to achieve this kind of arrangement we would need to 
change the basis on which we calculate default rates. We could do 
folk) Saying a " loans or 'g' nat ed in 1 year constitute a port- 

What we will look at is the percent of those loans which go into 
default over the life of that portfolio. 

So, if we have $10 of loans originated in one year, one dollar of 
those loans goes into default sometime. The default rate on that 
portfolio is 10 percent. With this mechanism the plan proposes that 
there would be no Federal reimbursement of claims, including 
r!i m r f u death ' disability and bankruptcy for the first 5 percent 
of defaults or nonpayment on that portfolio, with a sliding scale 
which would provide for 100-percent reimbursement only at the 
bulk rates or claims rates including death, disability, and bank- 
ruptcy, get above 12 percent. 

It is just the reverse ofwi.it is happening now. What is happen- 
ing now is the Federal Government always picks up the burden of 
the defaults on the front end and that is a costly proposition for 
the Federal Government. 

*u A * n if d( ^ t ! onal , a, dVa ntage to that kind of arrangement would be 
that the federal Government would be placing greater responsibili- 
ty and hence accountability on guarantee agencies, No. 1. 

And, No 2, the Federal Government would be providing a genu- 
ine realistic financial incentive for guarantors to address the de- 
fault rate. 

I am not suggesting that guarantee agencies do not address de- 
fault rates effectively now, but I am suggesting that the incentives 
are backward. » 

The guarantee agency has a real financial incentive to reduce de- 
faults now only after defaults have already gotten hot because you 
start out with the Federal Government always providing lOO-ner- * 
cent reimbursement. 

I am proposing to turn that around. 
. Thfr guarantor agency would have to bear the burden and utilize 
its own funds for that initial default and hence it would have a fi- 
nancial incentive to be concerned about the default rates from the 
beginning. 

That is the first incentive of the plan as it is presented. I think it 
has important advantages in te$ms of incentives to keep default 
low, placing an additional responsibility on guarantor agencies. 
With the Elimination of the origination fee it would achieve savings 
. without increasing the cost to the student. 

The second component of that plan, Mr. Chairman, if I may, in- 
volves the area of the guaranteed student loan which is the most 
expensive for the Federal Government and that is the special al- 
lowance payment which is paid to lenders. 



95 



As you know; at the present time, the special allowance pay- 
ments vary with the 91-day T-bill rate without limitation. This, of 
course, causes financial strain for the Federal Government during 
periods of high interest rates. 1 , , 

It is possible to shift the burden or the risk of fluctuations in in- 
terest rates from the Federal Government to the borrower, hence, 
putting the student borrower in much the same situation as other 
borrowers in the economy. ~— * 

The cost of money to them would vary with general market in- 
terest rates. * * 

Now, this can be done without having a variable interest rate 
paid by the student. The way in which it could be done would be by 
-increasing the rate at which interest is charged to the student to 14 
percent but permitting the cost of interest as opposed to the rate to 
vary as general interest rates in the economy go up and down, 
through a mechanism under which a portion of a standard 4-per- 
cent special allowance, a portion of that would be allocated to loan 
principal depending upon what the level of interest rates were. 

The efft K of this would be that the student would be making re- 
payments uased on a 14 percent interest rate. The Federal Govern- 
ment would be providing a standard 4-percent special allowance. 
That would not fluctuate. There would be a calculation every quar- 
ter just as there is now based on the 91-day T-bill rate. 

The purpose of that calculation no longer would be to determine 
the amount of the special allowance which the Federal Govern- 
ment pays but rather to determine what portion of that standard 4- 
percent special allowance which is being paid to the lender should 
be allocated to repayment or reduction of loan principal as opposed 
"to being used as an interest supplement. t 

The effect of that is as interest rates decline, larger portions ot 
that standard percent special allowance payment gets allocated to 
reduction of/foan principal, thereby reducing the effective rate or 
the effective cost of that loan to the student. 

I know, Mr. Chairman, and members of the committee, that in a 
first passing that sounds like a somewhat complicated formula. 

In actual fact it is probably no more complicated than the con- 
cept which we now have gotten very used to and seems very simple 
that we have a special allowance which is the 91-day T-bill bond 
equivalent rate minus 3.5, or minus 5.5, or minus 7.5, whatever, de- 
pending upon the interest rate which determines what the return 
to th£lenders would be. 4 

The concept which I am talking about is really no more complex 
than that. It seems more complex than that at the outset because 
it is a new concept and one with which we have not worked. 

Now, the savings from that kind of an arrangement would be *n 
the neighborhood of $600 million over the life of all of the loans 
originated next year. Another $600 million would be saved over the 
hfe of loans originated in the following year and it is the combina- 
tion of thstf $600 plus million dollars with $140 million in the other 
component of the plan which would yield the savings in the 
amount of $750 million over the life of loans originated in 1 year. 

Now, Mr. Chairman, I think we should keep in mind the words 
of Thomas Jefferson when he said that nothing more than educa- 
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Hon advances the .power, the prosperity and the happiness of a 
nation, nothing more than education. 

I think ^T&o'uld also keep in mind that it was the leaders of 
past generation^ in keeping with this kind of philosophy which pro- 
vided the basis for the economic development, the richness of life 
and the sophisticated civilization which this generation enjoy* now 
because of their continuing emphasis oil increasing educational op- 
portunities as a basis for developing this kind of a sophisticated 
and profitable society. 

I think we should also keep in mind that it was the sacrifices of 
past generations which provided this Nation with an impressive 
array of colleges, universities, and full secondary educational tech- 
nical institutions which do, indeed, provide marvelous opportuni- 
ties for the citizens, of this Nation. 

But the reality is that opportunities without economic access are 
not opportunities at all. And when we begin to restrict volume of a 
program like the guaranteed" student loan we are eliminating eco- 
nomic access which means we Are, in fact, denying those kinds of 
opportunities. 

Now, the guaranteed student loan is not a giveaway program. It 
is a program which permits individuals to assume responsibility for 
the cost ^ir own education. Society, through the Federal Gov- 
ernme/)' ,nizing the benefits of having an educated citizenry, 
provide*. mechanism to permit those individuals who are going 
to bene*: i directly to pay for their own expenses through pavment 
from earnings after the educational experience rather than from 
resources at the time. 

So, I would urge you, Mi\ Chairman and members of the commit- 
tee, to keep these kinds of principles in mind as you consider cost- 
saving measures. 

Now, my testimony does propose some criteria against which you 
could evaluate different kinds of cost-saving plans and they are in v 
priority order. 

It says that, No. 1, you ought to be concerned about whether or 
not any plan reduces access to full secondary education and if it 
does, rank, low. 

No 2, you ought to be concerned about the impact that a plan 
would have on the ability of the participants in the delivery of a 
product to perform effectively If it diminishes that, it probably 
ought to rank low. 

Third, keep the program as simpl} as possible but not just for 
the sake of simplicity because it is obviously more important to 
meet needs. 

Fourth, you ought to be concerned about the cost to the student. 
The reason the cost to the student is ranked last is because of the 
conviction that it is better to provide an opportunity at a higher 
price than it is to eliminate the opportunity. \ 

So, if the committee and the Congress had to \ake a choice, if 
you had to make a choice should we restrict loan volume and deny 
opportunity or should we create a modification which increases the 
price to the student but still preserves that opportunity, it seems to 
me that every time you ought to opt in the direction of preserving 
that opportunity. 
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Mr. Chairman, my written testimony also includes some reac- 
tions to other possible plans for cost savings. We periodically hear 
things like, well, we ought to eliminate the tax exemption on stu- 
dent loan revenue bonds. That, Chairman, would be a disaster 
in at least 20 States in this Nation. . " 

Those States which are not major money market centers cannot 
provide the total amount of capital which is needed to meet this 

kind of a need. , , _ . U1 

There are reactions in my testimony to the other possible ap- 
proaches and there are some suggestions with respect to the PLUS 
program as well. * 

Mr. Chairman, I would like to make it clear that in advancing 
this plan for reducing Federal expenditures for the guaranteed stu- 
dent loan program, I am doing so only because it seems to me it is 
essential that this kind of program be continued and if, indeed, the 
priorities of military spending and tax reduction require it, it the 
pressures from those are so -great that the program has to be re- 
duced I want to make any contribution that I can to assist you in 
making responsible decisions which will preserve opportunities to 
the maximum extent possible. 
Thank you. . a 

Mr. Simon. Thank you very much for your testimony. ^ 
[The prepared statement of Richard Hawk follows:]; 

Pkkparkd Statement ok Richard C. Hawk, President, Higher Education 
Assistance Foundation 

This testimony is intended to provide constructive suggestions on reducing costs 
to the federal government of the Guaranteed Student Loan Program The offering of 
these suggestions is not inte- led to imply that federal expenditures for guaranteed 
student Touis are higher thau can be justified in terms of benefits of the Program, 
that federal expenditures for this program are not being put to good use, or that the 
return on the investment in the form of future contributions^ those who are as- 
sisted bv the. program is less than adequate. 

On the contrary, current and projected expenditures for the program as presently 
structured represent a prudent investment in Jhis nation s youth, and the luturo 
contributions to the society and economy from th^se who are assisted by the pro- 
gram will multiply the return on this investment time and time again I nomas del 
ferson's observation that, 'nothing more than education advances the P.rosperi j, 
the power and the happiness of a nation" has stood Atftest of time, and is as lele- 
vant now as it was in his day. Indeed, it is the forSTght of the leaders of past 
generations in providing for ever expanding educational opportunities that has pro- 
vided much of nhe basis for the present richness of life and human achievements 
which prevailm this nation. Whatever problems and deficiencies may exist, let 
there be no mistake that this nation continues to surpass all others in terms ol both 
the quality of life and contributions to human progress, due in large part to continu- 
ing emphasis on increasing educational opportunity. m •» 

This generation has had the benefit of art advanced society built on the founda- 
tion of expanding educational opportunities anu increasing development of human 
resources In return we have an obligation to invest in youth who will provide con- 
tinuing advancement of the ideals and quality of .his nation for future generations 

The relationship between development of huma. resources and future economic 
progress becomes more pronounced with each increi. ontal step in achieving a more 
convex and sophis^^ 
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jolted the nation into recognition of the importance of i ducat ion to national defense 
in a time of unparalleled technological complexity Pro iding opportunity tor fvm 
individual to achieve a full and productive life by developing his or her capabilities 
must continue to be a prime national goal. j^i™ 
This nation s past generations have made an enorniow investment in develop- 
rnent of a rich variety of publit and private colleges and ut»» 'ersities and postsecom 
dary vocational institutions. This magnificent national resource provides an im- 
pressive array of educational opportunities. But opportunity without provision lor 
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realistic economic access to it is meaningless. And failure to provide the economic 
access which utilizes that great resource to the extent desired and deserved by the ' 
citizens of the nation would make these institutions nothing more than a hollow 
monument to the efforts of past generations. 

t u E ?\°u Sl n uti,i 5 ati l 0 » 4 °i the Program reflected by substantial volume indicates 
that the Guaranteed Student Loan Program has become a major national n.-cha- 
nism lor providing economic access to postsecdndary education. Moreover, the 
nature or the mechanism appropriately reflects the shared benefits from, and 
?-S T P ^ Slb rl Ity /° r> » nv ? tn,e nt the education. The program causes the indi- 
vidua! who benefits directly from the educational experience to pay the cost. In rec- 
ognition or the indirect benefits to the society at large, the society through the fed- 
eral government provides the mechanism, including necessary subsidies, which 
permit the student t* pay those cot* from earnings after completion of the educa- 
tion, % , 

Given the propriety of the invesf ment in terms of future socioeconomic benefits, 
and given the soundness of the program in allocating responsibility appropriately 
between the individual who benefits directly and the total society which benefits in- 
directly, attention to reduction of expenditures would seem appropriate only \n view 
ol a compelling force which requires curtailment of both providing individual oppoi- 
tunities for the nation s youth and developing the nation's human resources. BaYed 
on the recent federal budget reconciliation experience, it appears that the priority 
which has been assigned to increases jn military expenditures <md reductions in 
taxes may have become that compelling force. 

This Committee and- many other members of Congress are to be commended for 
courage m resisting inappropriate expenditure reductions on the Guaranteed Stu- 
? e 9 l # ^n Program Jnst session This Committee also is to be commended for initiat- 
ing these hearings in preparation for rational decisions in the midst <Sf additional 
pressure for expenditure reductions this session. 

IDENTIFICATION OK COST'SAVINGS ALTERNATIVES " 

The attached discussion paper is an abbreviated and slightly revised version of a 
draft which was prepared last November in order to stimulate constructive atten- 
tion to possible cost savings measures, should they once again become necessary. 
1 he paper contains three alternatives for reducing cost to the federal government of 
the Guaranteed Student Loan Program. 

Each of the three alternatives addresses a different one of the three major 
expense areas of the program The smallest of these expenses is the reinsurance 
reimbursement of claims for non-repayment ofloans and the administrative cost al- 
lowance, which together serve as a subsidy reducing the price of insurance paid for 
by the student The largest of these expenses is the special allowance payments to 
lenders whicti provide a reasonably competitive return to the lender while the stu- 
dent pays interest at less than market rate. The third expense.Jhe size of which 
lalls in between the other two, is payments of interest on the loan while the student 
is in school thereby permitting postponement of repayment until after the educa- 
Hon , is completed and the student presumably is gainfully employed. 

This testimony proposes a plan for your possible consideration which incorporates 
he first two alternatives described ,in the paper. The plan is not an ideal one. 
indeed as this Committee knows very well, opportunities for cost reduction in the 
Guaranteed Student Loan Program are virtually nil. Reduction in federal expends 
tures lor the program must bo achieved through one or the other (or a combination) 
of two undesirable alternatives: 

f l> Reducing program volume which can be accomplished only by curtailing avail- 
ab A»l t X.° r,< ? n ^ unds - thereby curtailing access to posLsecondary education, or 

transferring more of the cost of the program from the federal government to 
mice" ^ » >art,cuIarI y to student borrowers who are already in need or assist- 

# 

CRITERIA FOR EVALUATING COST SAVINGS "KOPOSAKS 

This and other plans for federal expenditure reduction must be evaluated in 
terms of some criteria which reflect policy objectives. The criteria (in priority order) 
which were used in selecting this plan for presentation and which are ofTerd to be 
considered for use in evaluating other plans are: 

/ PreservaUon of availability of and access to loan /ii/tcfe-This criterion ema- 
nates from, the very purpose of the program and reflects the national commitment 
to developing the nation s human resources and to maximizing individual opportune 
ty to achieve a satisfying and productive life by developing one's capabilities 
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through education, Cost reduction measures .which /would curtail access to loan^ 
funds either by limiting eligibility to borrow or by reducing available loan amounts 
below the amount needed *o meet expenses would rank low on this criterion- 

J: Preservation of accountability and incentives for sound program operation -The 
Guaranteed Studen Loan Program is a complex, program involving a substantial 
amount of money. T* e fact that the funds for loans are provided from private capi- 
tal rather than federal appropriations does not diminish the need for responsible 
program operation consistent with the total amount of money be.ng utilized in the 
pcogram. The complexity of the program has increased almost geometrically in 
recent years as the Congress has sought to modify the program to reduce federal , % 
expenditures In the context of increasing interest rates Any program, which affects 
so many people and institutions, which involves such substantial capital front both 
public an'd private sources, and whici. is complex" and growing in complexity, de- 
mands responsible administration. > * . . 

Action which would lessen the capability of any of the parties involved yi Joans is # 
self-defeating in terms of- the long-range liability of the program U t this crite- 
rion, a. cost saving measure which reduced resources availiab'le to lend*. ind guar- 
antee agencies below the amount -necessary to insure responsible administration of 
the program would rank low. Similarly, a measure which enhanced accountability 
or incentives for sound administration of the program would rank high ^ 

J, Preservation of pro^mm s wipl in ty.— Given the complexity already bull* nvto 
the program, cost reduction measures which increase that complexity clearly are 
lei* desirable thah those whic^ do not, if all other things are equal. This criterion a 
must be applied with caution because simplicity just for the sake of simplicity is not 
nearly so important as meeting ne.;ds^ Accordingly, additional complexity might be 
preferable to more simple solutions which deny acc*ess to loans , » 

4. Preservation of low east to users of the program— This criterion has been- 
ranked last, not because students are permitted to borrow at a lower price than is 
desirable, but because of the conviction that providing opportuntiy for students to 
borrow funds at a higher price is better then denying opportunity in order to keep 
the price low. Obviously, there is a point at which the price insufficiently great as 
to be prohibitive and thus serves to deny opportunity. The price to the student of 
guaranteed student loan isi^t at that prohibitive level, and, while federal subsidies 
in amounts s efficient to perpetuate the present price are clearly defensible, nv 
creases in the current price would be less damaging than restricting access to funds 
The ranking of this criterion suggests that, if the choice must be made, charging all 
students a higher interest rate would be preferable to arbitrarily limiting loan 
volume and hence denying opportunity for some studenU in order to keep the price 
low for others. 

TUB APPROACH TO KST1MATING COST SAVINGS 

In addition to reasonable criteria for evaluating cost saving 'measure^ thertvmust 
also be some reasonable approach to estimating the savings to be achieved This is # 
especially crucial for a program like the Guaranteed Student Loan 1 rogram. be- 
cause the program is not one for which annual appropriation levels a»e useful in 
determining exenditures. Most of the federal expenditures for guaranteed student 
loans this year are not related to loans made this year Rather, they are expendi- 
ture obligations already incurred on loans originated in previous years Accord- 
ingly, the major oortion of expenditures projected for next year cannot be effected 
by actions taken this year. The obligation for the expense aJread> has been in- 
curred. , t . - /» j i 

Because the polices under which loans are made obligate the federal government 
lor expendituies over several years, the mu>t 'realistic approach to estimating the 
real impact of cost saving measures is to » v«!iiate expenditures over the life ol loans 
originated under the policies proposed. Otherwise, the Congress may institute a 
measure which generates savings for next year, but which is very costly as com- 
pared with alter .atiave measures aver the entire life of loans for which the federal 
government incurs an expenditure obligation. 

ONB POSSiBhK COST SAVING PLAN 

The lollowing plan involves il> elimination of the origination fee and replacing 
that fee with a change in the reinsurance formula which will generate greater sav- 
ings over the life of loans originated than will the origination fee and p changing 
the interest rate and special allowance formula in a manner which reduces federal 
expenditure . significantly during periods of high interest rates. 
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Elimination % of angina t ion fee and rvsb m tumif* federal reinsurance 

I'nder the present ♦leinsuiaiice auangemont, the federal government bears. virtu- 
al!> the full oust of claims for nun payment of loans This is tin* result of a reinsur- 
ance arrangement under which the federal government provides 100 percent reim- 
bursement to guarantors on claims foi death, disability and bankruptcy, and 100 
percent of the first " percent of default cJainis each year, determined bv comparing 
the dollar amount of defaults with the dollar amount of the original principal of all 
outstanding loans in repayment, 

The proposed reinsurance arrangement, as described more fully in the attached 
discussion paper, would relate claims paid to the original principal amount of loans 
originated in the year in which the non repaid loan wA> originated, and would oble 
gate the federal government for partial reimbursement of claims, including death, 
disability, and bankruptcy claims, only after the claim late reached a percent and 
for full reimbursement only of those claims occurring after the rate reaches 12 per- 
cent The^ proposed arrangement would also involve elimination uf the administr*e 
tive cost allowance paid by the federal government to guarantors and would permit 
guarantors to charge an insurance premium adequate tu covei both the cost ol 
claims under the new reinsurance arrangement and essential operating expenses. 
/ Estimated havings from the change in leinsurance are presented in Table I. With 
elimination of the origination fee, net savings for each §1,000 in new student loans 
can reasonably be expected to be approximately $18. Based on this estimate,, the 
savings on an estimated §8 billiuu in luans made next year would be.$l*M million 
wr the life *of the loans Assuming constant volume, "an additional "$lil million 
vvoud be saved on loans originated each year thereafter. * 

Although the proposed change would require an increase in the maximum guar- 
antee fee of insurance premium. paid bv the student, the average maximum cost to 
the student would not be greater than current maximum authorized charges to the 
student with the origination fee. »is demonstrated in the attached discussion paper 
lluiee, the *l 11 million savings would be achieved at no real expense to the student 
borrower * # 

The amount of savings deiived from the change in the leinsuiance arrangement 
could, ol course, be increased b> continuing the origination fee. Estimated savings 
with continuation of the origination fee would be approximately $lis pei .$1,000 in 
loans, or approximately $r>41 million on loans uiiginated in a single year if annual 
fl vulume is $* billion 

The disadvantage of continuing the origination fee along with modification ol the 
reinsurance arrangement us that the average maximum charge to the student would 
be increased bv percent of loan amotfnts. Accordingly, the objective should he to 
eliminate the origination fee with adoption of the proposed reinsurance arrange- 
ment, if possible „ 

The proposed reinsurance arrangement with el Fin mat ion of the origination fee 
satisfies the proved criteria for cost living measures very well. Access to loan is 
* ? * furtdjled failsing guuiaiitee agencies to assume more* financial responsibility 
for claims costs would enhance accountability of these agencies and would create ii 
financial incentive foi these agencies to keep defaults low The present reinsurance 
arrangement, while theoretically offering such an incentive, provides no real finaie 
s * cial motivation for the guarantor to perform effectively with respect to defaults 
until after the default raie has already gotten high * , 

The proposed reuisuiauce arrangement, combined with elimination of the origina- 
tion lee provides some simplification of the program Adoption of the origination 
!ee added an additional matter for lenders and the Department of Education to be 
concerned with in making interest subsidy and special allowance payments It also 
added' a factor in the program over which students often become confused and one 
winch is not easily explained by lenders and student financial aid officers 

If adopted in connection with elimination of the origination fee. this proposal also 
satisfies the criterion of keeping the price to the student as low as feasible. If the 
origination fee had to be continued in order to preserve the program, students prob- 
ably would reluctantly accept payment of additional percent in order to have 
access to loans preserved. 

Changmf* the interest rate and res trmt tiring speaal alio tea me 

~ < • iVi K ^j^ U tix ^ tiu ^ allowance formula, the federal government bears the 

lull burden of increases ui program costs due to high interest lates Federal special 
allowance payment* van diiectly with changes in the Dl-day Tieasury Bill rate 

b without limitation As described more fully in the attached' position paper, the 
burden of Cost increases due to high interest rates could be transferred to the stu- 
dent with modest risk to the lender by increasing the inteiest rate on studen* loans. 
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to 14 percent. establishing a constant special allowance rate of 4 percent and caus- 
ing 'portions, of the standard special allowance payment to be applied to repayment 
of principal when interest rates are low. • * 

As indicated by the data presented in Table II, savings to the federal government 
from thnHM^P^M-'d change would be substantial in periods of high interest rates At 
a bond equivalent 91-day Treasury Bill rate of 12.^percent, estimated savings would 
be$9a.per $1,000 in loans originated over the life of the loan, or $370 million on $0 
billion in loans originated in a year. At a Treasury Bill rate of 15.5 percent, the 
savings to the federal government increases to $210 per §1,000 in loans, or $1 4 bil- 
lion on $(> billion • i ti loans. • , 

As indicated by the Table, this proposal does not generate savings when interest 
rates are low, and in fact would increase the cost to the federal government by 
per $1,000 in loans when the Treasury Bill rate drops to 9.3 percent Because it is 
when interest rates are high that the cost of the program to the federal government 
is high, absence of savings during periods of low interest rates when federal costs, 
are lower anyway 1s not disadvantageous. " « 

This measure for reducing federal expenditures during periods of high interest 
rates evaluates favorably in terms of the' proposed criteria The proposal does not 
limit availability of student loans It does, place an additional administrative Jburden 
on the lender, but provides compensation through a higher yield to the lender when 
the Treasury Bill rate does not exceed 12 percent and gives the leader assurance of 
a minimum yield of 14 percent compared with the current minimum yield of 9 per- 
cent. * • 

The reduction in federal expenditures is accomplished primarily .by transferring 
*\ the cost of high interest rates to the student. Although the student would make re^ 
payments based cpi a 14 percent interest rate, the mechanism has the advantage of 
causing the actual cost to the # stud«nt to 6e less when interest rates are lower 
through mechanism of applying an appropriate proportion of the constant special 
allowance to the principal reduction. 1 his mechanism causes the actual cost < not the 
rate* of interest to fluctuate below 14 percent with prevailing short-term rates of 
interest. Thus, while the borrower makes repayments based on a constant rate, the 
actual cost fluctuates m the same direction as interest costs to other borrowers m 
the economy. • « 

An alternative would be simply to increase the interest rate on student loans 
trom *J percent to perhaps 12 percent with the appropriate corresponding adjust- 
ment in the special allowance formula. Although a straightforward increase in in- 
terest rates has the advantage of initial simplicity, it could cause The rate charged 
on the loan to be higher than eithei desirable or necessary if interest rates decline 
. This situation could be alleviated by a provision which causes the rate on new loans 
to be lower when interest rates are low and rates on additional loan*, to be higher 
when interest rates increase. This arrangement, of course, exacerbates ihe problem 
of multiple interest rates Tor the program, and if rates continue to fluctuate, could 
cause some students to be paying rates which are higher than necessary lor current 
. market conditions and other students to be paying rates which are lower than nec 
essarv in view of prevailing market conditions*. * 0 

On the other hand, a simple ci. uige in interest rates might be pretence! by lend 
ers wishing to protect an unlimited yield on student loans The proposal ;uAaneed 
here does have the disadvantage of an 18 percent maximum rate to the Kadir This 
is at least partialis offset by the higher minimum yield and the a percent increase 
in vield when the TP-Bill rate is between 10 and 14 percent, ■ 

ft should be emphasized that the plan presented here is not advanced as an ideal 
•proposal, although the component of the plan involving restructuiing of the reiiuur 
ance arrangement and elimination of tluu origination fee has merit as an iniprnc 
ment to-the program w bethel Or not additional savings of federal expenditures uic 
required llupelully, the total plan is useful ; .n providing additional perspective and 
ideas on how any" required expenditure reductions might be achieved responsibly 

COMMENTS ON OT1IKH COST SAVINGS MEASURES 

As ^apparent tiom the priority ordering of the recommended ciiteria for evalu 
ating expendituie leduction measures, you are urged to view verv cautiously any 
proposals whah would limit availability and access Vj loans for students 1 his would 
include proposals lui arbitrary limits such as a w iximuni number oi loai s in each 
state and any proposals to uutail the yield on student loans to commercial lenders 
sufficientlv to diminish their active participation n the program 

Anv proposal to 'diminish Jie oppoitumty a < statewide last resort lending and 
secondary market oigamzations to issue tax ^xempt revenue bonds to obtain funds 
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for student loan* bhouKi also be rejected bealube of the devasting impact which such 
proposal^ would have oa the availability of student loans in approximately, twenty 
states The abilit> of the commercial lending community to^meet the total need for 
loans varies dramatically from ope.state to another. In state* which serve as major 
mon,e> centers, commercial lenders may very well be able to meet the total need 
within the state and some need in other states as well. On the other hand, states 
which are not major financial centers badly need the back-up capability which 
conies from participation of statewide last resort lending and secondary market or- 
ganizations finv. xed wi(h tax exempt revenu6 bonds. Moreover, the loss of federal 
revenue through! the tax exemptions is counter-balanced by the lower special allow- 
ance payments made to organizations with tax exempt financing. 

Also to be adopted only as a last resort should be any. proposals which both .re- 
strict borrowing capacity of students and increase costs to lenders. An example 
would be a proposal to Extend the new needs analysis and expected family contrimr; 
lion provisions to students from families below the $30,000 annual income level. 

The expected famil> contribution provision tends to reduce average loan size 
which increases cost to the lender of loan servicing as a percentage of loan princi- 
pal Meeting, the total borrowing needs of a student though two loans—one from the 
Guaranteed Student Ix)an Program and one from the auxiliary or PLUS program- 
is twice a2 costl\ for the lender as meeting that same need ^4th a single guaranteed 
loan In addition, the "expected family contribution"" provision complicates the origi- 
nation process, extends the time period for originating loans, places additional bur- 
dens on educational institutions, and makes financial planning for postsecondary 
education inert dilficult lor the student due to. uncertainty over borrowing capacity 
prior to receipt of the needs anal>sis results. It is questionable that the savings from 
extending the expected family contribution requirement below the $30,000 income 
level are adequate to compensate for the additional problems created by such a re- 
quirement. 

IMPKOVKMKNf. OF AUXILIARY otf PLUS PROGRAM 

The effort, to shift borrowing from guaranteed student loans to lesb hea\il> subsi- 
dized anxiliar> or PLUS loans would be facilitated by three changes. 

1 Either the student or the parent should be permitted to borrow under PLUS in 
order to preserve borrowing capacity when the needs analysis yields an expected 
family contribution but borrowing by the parent is not considered feasible by the 
lender or the parent leg., the parent needs to preserve borrowing capacity for an- 
other purpose or the parent has a poor credit rating). 

^ 2 The parent should be permitted to co-sign for the student boriuwer of a PLUS 
loan foi the interest payments while the student in school without being obligated 
for repayment of loan principal Uhis will assist students whose parents are willing 
to commit enough of their bori owing capacity to cover inschool interest, but are le- 
luctant to commit an amount equ<il to the principal for an extended repayment 
period). , 

3 The special allowance formula in PLUS loans should be adjusted to provide a 
gross yield to the lender of the T-Bill ratej>lus \ aercent, rather than plus per- 
cent, in order to stimulate lender pai ticipation in light of the relative higher cost of 
originating and servicing PLUS loans. 

TABLE I FEDERAL EXPENSE FOR CLAIMSWMENTS OVER LIFE OF GUARANTEED STUDENT LOANS 
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' TABLE II.— ESTIMATED FEDERAL EXPENSE PER $1,000 FOR SPECIAL ALLOWANCE AND INTEREST 
SUBSIDY OVER LIFE OF GUARANTEED STUDENT LOANS 1 
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Discussion Paper 
(By Richard C. Hawk) • 

This paper contains three alternatives for reducing federal expenditures for the 
Guaranteed Student Loan Program. Each of the alternatives would generate signifi- 
cant savings and the savings from all three would be greater than necessary or de- 
sirable. • * * m 

These alternatives are presented as viable substitutes for the cost saving meas- 
ures which were adopted in the summer of 1981. Those changes, which were con- 
ceived as budget reduction, measures under the severe pressures and time con- 
straints of the budget reconciliation process, reflect the lack of opportunity for ade 
quate deliberation and judgment. They generally are not sound social policy when 
viewed as anything other than temporary expediences to achieve immediate savmfl% 
The ideas presented in *this paper demonstrate that adequate savings can be 
achieved through more constructive changes than those adopted in the summer or 

19 Any proposal to reduce federal expenditures for the Guaranteed Student Loan 
Program requires either increasing costs or risks to other parties (students, lenders, 
educatiqn institutions, guarantee agencies), or reducing loan dollar volume by re- 
stricting opportunity. The alternatives presented in this paper reflect the premise 
that the needs of both students a.id the society are better served by preserving op- 
portunity at a higher price than by restricting opportunity in order to keep the 
price low. * 

Accordingly, each of the three alternatives has been designed to achieve savings 
without restricting opportunity for students to borrow funds needed to meet postsec- 
ondary education expenses. Three alternative mechanisms are proposed that trans- 
fer cost from the federal government to other parties, particularly recipients o 
loans. This is consistent with the view of some that the need to reduce the federal 
budget requires the shifting of some costs of fedtial programs to the beneficiaries of 
the service provided. 

The three alternatives in preferential order are: m 

1. Reduce federal cost for default and other claims by restructuring federal rein- 
surance on student, loans and eliminate the administrative cost allowance, paid to 

guarantee agencies. % % „ 

2. Elinunute unpredictability and the high cost of federal special allowance pay- 
ments duiing periods of high interest rate by shifting some of the risk of fluctuating 
interest rates to students and limiting the special allowance to 4 percent, 

3. Reduce the cost of the m-school interest subsidy by relying on grants for the 
first year of undergraduate education and loans for the last year of undergraduate 
education. 

Each alternative is discussed in detail in this paper. 
♦ Alternative 1 

FEDERAL SAVINGS THROUGH MODIFICATION OF REINSURANCE AND ELIMINATION OF 
ADMINISTRATIVE COST ALLOWANCE 

"The existing reinsurance arrangement causes the federal government to bear the 
ful^cost of virtually all claims for nonpayment of loans by the borrower The federal 
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government reimburses the guarantee agency for 100 put cent of the amount of 
claims paid due to death, disability and bankruptcy. The federal government also 
reimburses the guarantor for 100 percent of the first .> percent o( default claims 

. paid each year, with the percentage of defaults determined by comparing defaults 
which occur during the year with outstanding loans in repayment during the yeai. 

The effect of the current reinsurance arrangement is to cause the federal govern- 
ment to stand the cost of claims as if it were the pi unary or even the only insurer, 
of student loans. This major cost could be eliminated if the reinsurance weio recon- 

4 cetved as protection against disaster, with initial default costs paid by the guarantee 

; agency without reimbursement, ■ 
Elemen Is .of t h istproposa 1 a re: 

U) Eliminate 100 percent reimbursement of claims due to death, disability and 
bankruptcy. * 

'2' Eliminate present reimbursement formula under which federal government 
pays 100 percent of the first o peicent of defaults each vear, 1)0 percent of the next 4 
percent and.80 percent of all defaults thereafter, 

Substitute a new reimbursement formula to be applied to individual loan port- 
folios over the life of each portfolio, with a- portfolio consisting of all loans guaran- 
teed in one yeai The new rates of reimbursement Xor claims v including default, 
deiith, disability and bankruptcy ) on each loan portfolio should be. 

« Federal reimbursement rate (percent* 

'Claims as percent of portfolio: 

0 to .">„.. . 0 

• r >to9. . ... ...... .... ....a....!!... HO 

9 to 12 . , , 90 

Over 12 . , , ,..,..„, ioo * 

U 1 Eliminate federal administrative tost allowance paid to guarantee agencies 
presently authorized in the amount of 1 percent of all loans guaranteed each yeai. 

(Til Provide for a guarantee fee or insurance premium sufficient in amount to re- 
place the administrative cost allowance and to provide for^suffieient reserves to 
cover increased risk to the guarantor The maximum non-refundable guarantee fee 
under current regulation is 1 percent per year for the in-school period of the loan 
plub one year Adoption of the proposed reinsurance structure and iilum nation of 
the administrative cost allowance will require author 1/atiuHsJor y^on-reVundable^ 
guarantee fee of 2^ percent plus 2 percent per year for theS**4chool anHs^iatTe 
period of the loan. 1 - 

Savings to the federal government will be approximately 1 percent of the amount 
of loans originated each year plus 100 percent of the. first «"> percent of defaults, 10 
percent of the next 1 percent of defaults, and 100 percent of claims for death, dis- 
ability and bankruptcy minus 10 percent of defaults between !*and 12 percent, and 
20 percent of all defaults over 12 nereent. Savings will actually be greater because 
under the present forumula the default rate is' cumulative only within a year, 
whereas the proposed modification would cause the chums rate to accumulate over 
the life of the portfolio. 

DISCUSSION OF AI.TKKNATIVK t 

AlWriutiveJ increases the Jiability of loan guarantee agencies and transfers some 
of the tost of insuring student loans from the government to student bor rowers. Be- 
ca use the chaise affects .only the borrower and guarantee agencies, education insti- 
tutions and lenders w.ould riot be affectel Consequently, the changes could be ac- 
complished eiuily. * < 

Transferring additional insurance cost from the government to the borrower can 
be justified on the basis that neither the present nor the propo.ed guarantee fee is 
sufficient to cover the cost of insurance, which is (a) as broad as the student loan 
guarantee, lb i granted on a nondiscriminatory basis and ic) covers an uncertain 
peri od of time, extending as long as fifteen years. The proposed change also can bi> 
justified on the basis- that the purpose of federal reinsurance should be to pi ovule 
protection against a disastrous situation in order to maintain private funding 
sources to remain committed to making etudent loans. Federal reinsurance should 
be provided by the government at government expense. A self supporting non-rein- 
sured portion of the total insurance liability could be borne by borrowers. The pres- 



1 An alternative would be a nun refundable fee of 1 percent per year on the anticipated am- 
ortized principal onbuinfling, assuming a five year repayment period. 
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ent reinsurance arrangement dun. much more than serve cs Protection 
manageable losses due to a disa>trous .situation. It serves as a subsid> which permit* 
the guarantee fee or premium charged to the borrower to be low 

The administrative cost allowance also serves as an indirect subsidy to the bor- 
rower Bv covering some of the administrative costs of guarantee agencies which 
insure loans, the administrative costs allowance reduces the amount which agencies # 
must charge the borrowers as insurance premiums or guarantee fees « 

Although a good case can be made fur siibsidizing-the Program as heavily as pos- 
sible to keep student costs low, benefit* of the*Guaranteed Student Loan Program 
probablv would not be significantly diminished with an arrangement under which 
federafreinsurunce serves primarily as protection against dlsastc ^ ra ;\ ler /, ,m " ^ 
an indirect subsidv of insurant premiums. Moreover, as demonstrated by tne data 
below, adoption of Alternative 1 with the necessarv increase in the guarantee lee 
would result in no ncrease in the average permissible charges to students if the ) 
percent originatitr .*ee were eliminated. « n 

COMPARISON Or CURRENT AND PROPOSED CHARGES TO STUDENTS PER $1,000 OF LOAN 

PRINCIPAL 1 



Yev * ttfoot charge cwg* 1 



Sophomore 0 ^ 



Junior 



65 -55 
85 



&«S mwiwi '« VW« * « of 1 percwl per year a schoti j<* * ft 
-kwn<! CM-W P« SI OvO as&apaj W* * equal iwti lot e^fi ywt of uvteyMt educate 

It should be noted that the need for an increase in the guarantee fee under the 
proposed reinsurance arrangement is very re; \? Although the theoretical exposure 
to guarantee agencies is higher under the existing reinsurance arrangement than it 
would be under the proposed change, the actual exposure is greater under the pro- 
posal as evidenced by the actual default experiences of agencies 
; Under the existing arrangement, guarantee agencies never sufiet a loss until de- 
faults exceed 5 percent in any year. At the beginning of each year the slate is wiped 
clean and the agency is once again fully protected against the first ^cent « of de- 
faults. In addition, the federal government stand* the cost of all claims for death, 
disability, and bankruptcy. . , . . tf 

Under the proposed arrangement, guarantee agencies would always f and t e loss 
on the first 5 percent for defaults as well as for death, disability, and bankruptcy 
Accordingly, conditions of tlv proposed arrangement will require deposits to remm 
funds of approxrmately 6 percent for each loan guaranteed Reserve fund deposits 
under the present arrangement normally are less than 2 percent 

Alteknativk 2 

FEDERAL SAVINGS THROUGH CHANGE IN SPECIAL ALLOWANCE 

Under existing law, the federal government absorbs the cost of high interest rates 
bv paying a special allowance, the amount of which varies with the M-day I-Bill 
rate In addition to c'ausing dramatic increases in federal costs for the Program 
during periods of high interest rates, the present Special allowance arrangemc|iit 
causes costs to the federal government to be unpredictable Greater predictability 
and substantial savings during periods of high interest rates' can be , achieved by 
transferring the risk of fluctuating interest jates to students and lenders I he ele- 
ments for the proposal to achieve'this objective are; . . - 

til Increase the interest rate charged to students during the repayment period of 
loans from 9 percent to 14 percent. : . 

t2> Set the amount of the federal special allowance payment by the federal govein 
ment to lenders on repayment loans at •! percent. „ nAA< j 

Cii Permit the interest cost mot ratei to students to vary below 14 percent accord- 
inu to fluctuations in general interest rates for loans in repayment by applying a 
varvmg portion of the special allowance to principal repayments when the M-day 1- 
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Bill bond equivalent iate diup>^*e1ow 10 peieent. The d mount applied to the princi- 
pal shall be the portion of »u/ual allowance remaining after detennmation of the 
amount of special allowance to be used as a supplemental interest subsid\. The per- 
centage of the special allowance to be retained by the lender as interest shall be 
determined by subtracting 10 from the quarterly average bond equivalent 91-day T- 
Bill rate and dividing by 4 IT minus 10 divided by 4 ^interest subsidy). 

M J Require iwrtions of the quarterly special allowance payment applicable to prim * 
cipal reduction to be credited to the loan account only on the last dav of each fiscal 
year or on the date a loan is repaid in order to avoid prohibitive loan servicing cost. 

Provide special allowance payments on repayment loans, i.e., loans in the re- 
payment phase, from tax exempt funds only in the amount determined to be used as 
principal reduction according to the formula above. 

fl> y For interim loans [loans on which the borrower has not yet entered a repay- 
ment phased held by commercial lenders, provide special allowance payments only 
m the amount determined to be applied to interest according to the formula above 
and provide no special allowance payments on interim loans from tax exempt dol- 
lars. 

The effect of these changes will be Ui) to reduce federal special allowance pay- 
ments to a constant 1 percent foi repayment loans held by commercial lenders, (b* 
^ to n varying amount which cannot exceed 4 peicent on interim loans held by com- 
mercial lenders, W to a varying amount which cannot exceed 4 percent on "repay- 
ment loans for tax exempt funds and Id) to zero on interim loans made from tax 
exempt funds Students will benefit because actual interest costs can be less than 14 
percent by reducing !oan principals when T-Bills fall below 10 percent. The effect ■ 
for lenders will be revenue (interest plus special allowance) from student loans in an 
amount which varies between 1 1 percent and 18 percent, accompanied bv an in- 
crease in the rate of return of .5 percent over the current return on loans. 

DISCUSSION OF ALTERNATIVE 2 a 

Under existing law the cost of interest to borrowers can nevei exceed 9 percent on 
student loans regardless of prevailing interest rates. Undei Alternative 2 the cost of 
interest will vary with prevailing rates and could be as high as 14 percent. * 

This alternative transfers risk of fluctuating interest rates from the federal goven- 
ment to students (and partially to the lender) without imposing the complexities 
and uncertainties of a variable interest rate on students. Students would obtain 
loans with the understanding that monthly repayments will be lower prevailing in- 
terest rates when portions of a standard 1 percent special allowance is, credited as 
principal repayments when loans are in the repayment phase. If interest rates de- 
cline, annual principal reductions from the special allowance will cause the loan to 
be repaid more quickly and the actual cost of interest of students will decline, even 
though the rate remains at 14 percent. The government will benefit from declining 
interest rates because more rapid repayment of the loan will shorten the period ol 
time for which the government stands the expense of the special allowance. 

Advantages to the government are great. First, the cost of the Guaranteed Stu- 
dent Loan Program would be considerably more predictable, and, second, the gov- 
ernment cost for special allowance would be reduced to a constant 4 percent on re- 
payment loan held by commercial lenders and to a rate which can fluctuate Jbelow 4 
percent on interim loans held by commercial lenders and on repayment loans ac- 
quired with tax exempt funds. The special allowance is completely eliminated for 
interim loans acquired with fax- exempt funds- * ^ m 

Although students continue to benefit from predetermined constant interest rate, 
and although students benefit from declines in prevailing interest rates, the cost of < 
interest to students necessarily will be higher than the present 9 percent cost It 
should be noted that the increase in cost would not affect the borrower while the 
* borrower is a student Federal interest subsidy payments to commercial lendets 
would continue while students are in school. Borrowers will experience an increase 
in costs after completing their education and, presumable becoming situated in an 
income producing endeavor, * 

This alternative has advantages and disadvantages for the lender. Return to lend- 
ers on student loans would no longer be unlimited. For commercial lenders the 
maximum return would, be IS percent. On the other hand, the mimiinum return to 
lenders would be increased from 9 percent to, 14 percent. Moreover, the rate of 
return to lenders would be increased from T-Bill plus 3.o percont to T-Bill plus 4 
percent In of her words, the disadvantage of an 18 percent maximum return would 
be balanced by the advantages of a 11 percent minimum and a .o percent increase 
in the amount by which the return exceeds the 91-day T-Bill rate. Lenders would 
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fare better undei the altet native when interest rates are at a level which under the 
present formula wuuld produce a return uf 17'^ peicent ui less. Lenders wuuld fare 
less well under the pruposal when interest rates are sufficiently high tu cause the 
return on student loans under the present formula tu exceed 18 percent. 2 
Lnuer this alternative, lenders alsu would be disadvantaged by the administrative 
v complexity uf allocating a purtiun of the standard quarterly special alluwance pay- 

1 jnent on luans in repayment tu principal. The burden uf this pruvision can be re- 

duced b\ requiring that the purtiun uf special alluwance payments to be applied tu 
principal be credited tu the luan accuiint unly un the last day uf the fiscal year ur un 
the date the loan is fully repaid. Such a mechanism alsu will permit the lender tu 

► have sume "float" as partial reimbursement for this administrative task. 

Alternative 3 

federal savings through redistribution of grants and loans 

Because the Federal Guvernment pays interest un guaranteed student luans while 
students are in school, luans tu freshmen are mure expensive than luans tu seniors. 
On the uther hand, the federal cust uf grants tu students is the same fur all stu« 
dents. Accordingly, significant savings can be achieved by reallocating grant funds 
which increases expenditures fur grants tu freshmen and eliminates grants tu se- 
niurs, with a curresponding eliminatiun uf luans tu freshmen and an increase in luan 
ainuunts tu senior*. This can be accumplished withuut reducing tutal assistance 
(grants and luans) pruvided tu students and additiunal savings can be achieved by 
discuuntmg interest (and eliminating federal interest subsidy payments) fur luans un 
which the lmschool period will be one year or less. 

Elements uf the prupusal to achieve savings thru ugh reallucatiun uf grants and 
loans are: 

ill Eliminate guaranteed student luans for the first year uf undergraduate pustsec 
ondary education except for students in one year programs. 

1 2) Make guaranteed student luans available to first yeai students in une year pru- 
grams withuut an imschool interest subsidy by requiring that interest un the luan 
fur the in-school periud uf the luan plus the six month grace periud be discounted 
from loan proceeds at the time of loan origination. 

i3i Continue subsidized loans (loans on which the interest is paid by the federal 
government while the student is in schuol) in aceurdance with existing terms and 
conditiuns uf the Guaranteed Student Luan Prugiam fur undergraduate students in 
the second and third year of postsecondarv education. 

i 1) Cuntinue Pell grants fur first* seeund and third year undergraduate students in 
accordance with existing condition's and tequirements, with a 7»> percent increase in 
the funding for first year students. * , ■ 

u">J Eliminate grants fur students in the fourth year of undergraduate pustsecund- 
ary education. 

iOj Make guaranteed student loans available to fourth year undergraduate stu- 
dents of up to $»>,000 on a no n subsidized basis by requiring that interest for the 
period uf the luan ;nd the G munth grace period be discounted fruin the proceeds uf 
the loan at the tin c of loan origination. 

Substantial savings tu the federal guvernment will be achieved. Savings will be 
equal tu lIj custs associated with all luans tu first year students except students in 
une J ear prugrams, i2) interest subsidy payments for first year students in one year 
prugrams, and t*J) interest subsidy payments un luans tu fuurth year undergiaduate 
students, 

DISCUSSION OF ALTERNATIVE 3 

Alternative 3 is the unly one uf the three prupusals which wuuld requite changes 
tu prugrams other than the Guarantied Student Luan Program. This altenativu rec- 




The disadvantage Uo the lender > uf the lh percent maximum return could be eliminated bv 
permuting «i deduction lor additiunal interest from th<* next monthly principal repayment after 
each quarterly special allowance payment in the amount necessary to assure that tlje return to 
the lendel is euual to the prescribed amount over the 111 day T-Bill rate The effect of this modi- 
fication would be to cause the repayment period to be extended by the number of repayments 
necessary to make up fur application oi principal repay mci.ts to interest. With this modification 
the return to the lendei should be continued at T Bill plus 3 and not increased to T-Bill plus 1 
The formula Mould become T-Bill nanus 10..** divided b> 4 Obviously* this advantage to the 
lender would be gained at the expense of students who would be required t j nssnie greater risk 
with respect to increases in interest rates. 
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ogntzes that the fedeial effoit in ntudeitt financial assistance is bioadeMhan loans 
and that change* in une student assistance program can appiopnately be* considered 
in conjunction with changes tu anuther ab part uf policy development fur the tutal 
student assistance effort. 

One reason fur previous increases in the tutal federal expenditures fur btudent as- 
sistance is that, at least at the undergraduate level, the Federal Government has 
attempted tu make all 'furms uf assistance available tu students thruughuut the 
period uf educatiun. Alternative 3 seeks tu enhance the efficiency uT the federal in- 
vestment in student assistance by relying essentially un grants fur the first year uf 
undergraduate educatiun. un a combination .of grants and loans for the second and 
t)nrd years, and on loans exclusively for the fourth year. Savings are geneiated be 
cause the cost of a grant remains the same regardless of the school year which the 
grant is used to support, while the cost of a loan vaiies significantly with the 
number of remaining years in school nt the time of origination, due to the in-school 
interest subsidy. 

In general, use of grants at the beginning of postsecondary education and loans 
neaier the end of postsecondary education is reasonably sound policy if appiopriate- 
ly structured. Grants represent a more powerful instrument for stimulating enjry 
into postsecondary education than loans. Loans are more comfortably utilized by 
students as they progress through postsecondary educatiun because each additional 
yea i enhances confidence that they will complete their educational program success- 
fully and earnings to repay the loan are in sight. 

Eliminating 'oans for first year students in four year progiams could create sen 
ous problems for some individual students if increases in grant funds for fust year 
.students are not as great as the amounts of loans eliminated. Should sufficient 
grant funds not be available students with marginal need it hose without sufficient 
demonstrated need to qualify for a grant) would be left out in the cold with neither 
a grant nor a loan. 

Under Alternative 11 additional savings would be generated through elimination of 
the interest subsidy on loans to first year students in one yeai progiams and tu all 
loans to Students in the last / i ar of undeigiaduate education. The result would be a 
savings on in-school subsidy payments oi approximately at) percent. Achievement of 
this savings to the government would, of course, be at the expense of mci eased costs 
to the borrower. 

Concluding Remarks 

Each of the three areas of federal cost for the Guaranteed Student Loan Progiam 
is addressed by one of the alternatives presented in this papei. The cost of the indi- 
rect subsidy of insurance pi em iu ins through the administrative cost allowance and 
highly favorable remsuiance provisions is addressed by Alternative 1. The cost of 
the special allowance is addressed by Alternative 2, and Alternative \\ reduces the 
cost of the in-school interest subsidy on loans. Substitution of any one of these altei 
natives for the family contribution and origination* fee provisions adopted in the 
summer of 1981 would be advantageous. 

Obviously, there arc differences in the ease with which reductions can be 
achieved among the three cost areas. Altenative 1 is most easily implemented of the 
three alternatives and is least disruptive to the program. 

These alternatives are intended to stimulate constructive thinking on how tespon 
sible action can be taken to achieve federal cost reductions while preserving majoi 
benefits of the Guaranteed Student Loan Program and achieving sound social policy 
objectives. Adoption of one or more of these alternatives would not preclude utili/.a 
tion of other temporary cost saving measures to meet budget objectives in a single 
year. However, such stop-gap measures should not be considered as a substitute 
which reflect a balance in due consideration for cost and for social policy objectives. 

In addition to generating significant savings for the fedeial government, adoption 
of Altenative 1 would provide opportunity to provide additional borrowing capacity 
for students through no n -subsidised loans at virtually no cost to the fedeial govern 
menU Availability of non subsidized loans in adequate amounts under the Guaian 
teed Student Loan Program would eliminate the need for establishment of a multi 
plicity of separate loan programs which are being proposed to counteiact loss of 
funds due to reductions in federal student assistance programs. 

Mr. Simon, Dr. Delores Cross, president of the New York State 
Higher Education Services Corp. 
We are pleased to have you here with us, Dr, Cross. 
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STATEMENT OF DOLORES E. CROSS, PRESIDENT, NEW YORK . 
STATE IIK3IIER EDUCATION SERVICE CORP. 

Dr. Gross. Thank you, Chairman Simon, and members of the 
subcommittee. 

I would like to discuss issues and preliminary requirements in 
the survey that we have conducted in New York and share with 
you some of my concerns as they relate to Federal cutbacks in stu- 
dent-financial aid. 

„ Jiew York State students receive more financial aid than stu- 
dents in any other State, either per capita or in absolute dollars. 

The New York State Higher Education Services Corp. adminis- 
ters New York's grants, scholarships and loan programs. 

Additionally, the corporation coordinates the State's programs 
with those of other levels of local, State and Federal government 

Thus, the corporation is deeply involved in New York State's 
commitment to higher education as a growth and service industry 
for its citizens. 

The State's postsecondary enrollment is about 9 percent of the 
national enrollment of 11 million. The State's students receive 
close to 14 percent of the Federal financial aid dollar. 

New York itself will provide, in 1982-83, $327 million in grant 
and scholarship aid to resident students, representing almost one- 
third of the national total for all States. 

In sum, the higher education industry is of profound importance 
to the State—and that importance is most easily measured in 
terms of enrollments and financial aid to students. 

As a result of the unprecedented dependency of college students 
on financial aid, the corporation initiated a comprehensive survey 
to determine how all postsecondary students in New York State fi- 
nance their education; that is, how they package personal and ex- 
ternal resources to meet their educational costs. 

At a time when the Federal Government proposes changes in fi- 
nancial aid that will alter the very nature and philosophy of higher 
education, this survey will enable the State to plan effectively to 
meet these challenges. 

To date, New York is the only State to attempt such a survey. 

Yet» we are working with other organizations and our colleagues 
and looking at research in many areas. Among the questions to 
which we hope to find answers are: 

How do students from various backgrounds and at various insti- 
tutions pay their costs of attendance? 

How will students be affected by changes in financial aid pro- 
grams? 

How are students likely to "react" to changes in financial aid 
programs? 

How can the State moveHo deal with "pockets" of unmet present 
or future financial need among the college-going citizens? 

This survey ma} be unique because we are not looking only at 
students who are receiving financial aid but also students who are 
nonaid recipients. 

Preliminary findings from the Pilot indicate that graduate stu- 
dents and enrollees at proprietary institutions such as nursing and 
business schools are very concerned about possible financial aid re- 
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ductions since major portions of their aid are provided by guaran- 
teed student loans and Pell grants, both Federal programs. 

City utilization of Pell grants may be as high^as 80 percent. GSL 
in the private sector is as high as 40 percent and slightly higher in 
the State university system. 

When one looks at the State university system, in 1979 their uti- 
lization of the guaranteed student loan was approximately 16 per- 
cent. Undergraduate utilization of TAP, that is the State s tuition 
assistance program, is approximately 50 percent. 

The survey tells us that the income profile that would be the 
most affected are those that are in the lower to middle income tax 
bracket and that the cutbacks in the GSL may have an additional 
proportionate impact on those students who are attending low-cost 
community colleges in both the public and the private sector. The 
survey will tell us who will be affected by the progrpm. 

At the current time we have completed the pilot study. The pilot 
study included 30 colleges with approximately 800 students. These 
results will be presented to our trustees next week as well as to a 
committee of presidents and will be shared with the postsecondary 
committee. 

The. complete statewide survey will include 300 institutions and 
over 4,000 students. 

The results of this survey we expect to have available to our col- 
leagues in other States and you as members of the Subcommittee 
on Postsecondary Education as well as policymakers throughout 
the State. 

We <vill, therefore, be using our findings to satisfy both the State 
of New York and the Federal Government in the distribution of fi- 
nancial aid. . 

We believe these data will enable both entities to plan effectively 
to meet student financial aid needs at the postsecondary level in 
New York State and* the Nation. 

The development of rational responses to Federal cutbacks and 
our abilit/ to respond and counter additional proposals demand a 
period o£ stabilization, a period in which States and the Federal 
Government can examhie the data and think things through. 

It also demands that we can examine some deeper questions in 
terms of how will the effects of the cuts be distributed? How will 
the effects impact different regions? 

How will these cutbacks interact with already identified demo- 
graphic and enrollment changes? 

While meeting these challenges we must continue to keep the 
purposes and objectives of financial aid clearly in mind. That is to 
provide access by removing financial aid barriers and promoting, 
choice of institutions based on tajents and career objectives rather 
than costs. 

This period of program retrenchment brings with it a range of' 
administrative challenges including adapting our processing sys- 
tems to program changes quickly and efficiently so that timely no- 
tification and distribution of aid is available. 

This is particularly important in a period of instability. It also 
requires that we work with lenders to initiate new programs. 
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As my colleagues have testified, this is not an easy task. In New 
York City we have only been able to identify four banks at the 
present time who are willing to accept ALAS loans. 

We are very concerned about the criteria that some banks seem 
to be setting up as it relates to the PLUS money, criteria that are 
in some cases beyond what the Federal Government requires or 
what the corporation may require. We have to examine that and 
look at that as it relates to the status of those banks and their par- 
ticipants. 

We are also working on developing and creating innovative sys- 
tems of communication, communication to students and to parents 
and to colleges about the changes in the regulations and the 
impact of these cuts. 

In sum, as we look at the data, New York, as a result of the cur- 
rent changes, will lose approximately $275 million in student finan- 
cial aid. The loss means that every student yvho receives some form 
of financial aid will have an average loss of $850. 

If the cutbacks that have been proposed for the GSL at the grad- 
uate level are to occur this will impact on approximately 85,000 
Students and increase the loss in student financial aid dollars in 
New York to over $350 million. 

We are concerned, we appreciate this opportunity to discuss with 
you a process that we are taking to help you and nelp the State £>f 
New York and other States think things through. 

We view higher education as an industry, a service industry and 
a growth industry that impacts upon the growth of other indus- 
tries. 

In my work in New York the concern has been what will be the 
impact of the cuts? What is the interaction of the various student 
financial aid programs, will there be a period of stability in which 
we can compare the data, look at what may happen to higher edu- 
cation as an industry and also take time to see what the changes 
mean to the quality of life for New Yorkers and the Nation? 

[The prepared statement of Dolores Cross follows:] 

Prepared Statement ok Dolores E. Cross, President, New York State Higher 
Education Services Corp. 

New York Statu students receive more financial aid than students in any other 
state, either per capita or in absolute dollars. The New York State Higher Educa- 
tion Services Corporation administers New York's grants, scholarships and loan pro- 
grams. Additionally, the Corporation coordinates the State's programs with those of 
other levels of local, State and federal government. Thus the Corporation is deeply 
involved in New York State's commitment to higher education as a growth and 
service industriy for its citizens. ; - 

The State s postsecondary enrollment is about !Kpercent~of the national enroll- 
ment of 11,000,000. The State's students.receive close to 14CJ of the federal financial 
aid dollar. New York itself will provide, in 1082-83, $327 million in grant and schol- 
arship aid to resident students, representing almost one-third of the national total 
for all states. 

In sum the higher education industry is of profound importance to the State- and 
that importance is most easily measured in terms of enrollments and financial aid 
to students. ... 

As a result of the unprecedented dependency of college students on financial aid, 
the Corporation initiated a comprehensive survey to determine how all postsecon- 
dary students in New York State finance their education, that is, how they package 
personal and external resources to meet their educational costs. At a time when the 
federal government proposes changes in financial aid that will alter the very nature 
and philosophy of higher education, this survey will enable the State to plan effec- 
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tivt»ly to meet them.' thai length. Tu date, New Yurk is the onl> state tu attempt such 
a survey. * , 

Among the questions to which we hope to find answers are. 

How do students from varioub backgrounds and at vanuub institutions pa> * ^leu- 
cosis of attendance? > 

How will students be affected by changes in financial aid programs? • 

How are students likely to "react" to changes in financial aid prugianib? 
i Huw can the State move tu deal with 1 pockets" uf unmet present ur future finan- 
cial need among the college-going citizens? 

It mubt be noted that all other state surveys Jia\e used financial aid recipients us 
the population, that is, they have ignored thoseWho pay their own way from family 
and personal resources only. The New Yurk suney will enables the Curpuiatiun tu < 
compare the financial profiles of aid recipients to those uf nun-aid recipients. 

Preliminary findings from the Pilot indicate that graduate students and enrollees 
at proprietary- in»t it ut ions -such as nursing and business schools art* very concerned 
about possible financial aid reductions since major portions of their aid are provided 
by Guaranteed Student Loans and Pell Grants, both federal programs. 

The Suivey will tell us who in the State will be affected by various Jedeial pro* 
gram cuts. Moreover that effect will be focused by income level and institutional 
type. B> factoring in student attitudmal data, the" Survey ma) £ive indications of 
const tjuent student behaviors with aid shortfalls over vafious income levels and in- 
stitution types. 

The Corporation will use its findings to assist both the State of New York and the 
federal gov eminent in the distribution of financial aid. We believe these data will 
enable both entities to plan more effectively to meet student financial aid needb at 
the post-secondary level in New York State and the nation. ' 

It seems useful here to indicate some of the major questions which will shape our 
final research design: 

How is federal student aid distributed in New York? 

a. which students and which institutions benefit most from guaianteed loans? 

b. which from Pell grants? 

,* c. which from campus-based programs? 

How is federal aid distributed over various income levels and regions of the State,' 

Whaf fraction of real college going cost does federal aid cover? 

Given various scenarios of federal financial aid cutbacks, the Corporation will 
need to consider deeper questions: 

How will certain financial aid cutbacks affect institutions 0 

How will the effects be distributed over various sectors and income levels? 

Will there be acute regional difficulties caused b> the cutbacks? 

Will certain types of institution.-* within sectors have mute difficulty in addiessmg 
changes than others? 

How will these cutbacks interact with already identified demographic and enrol- 
ment changes? 

How can institutions best plan for the dislocations implied by the fedeial cut- 
backs? 

# IVfr. Simon. Thank you, Dr. Cross, 
o Is there any possibility the survey you are talking about can be 

speeded up? We are ih the process that we are going to be making 
some decisions that are going to make that survey almost meaning- 
less within the next couple of months. 

Ms. Cross. In my very slim documents I just shared with you * 
what the survey is looking at, -next week we will have the results of 
our preliminary. 

I was asked to share the first with the board of trustees and the 
committee of presidents and it should be available in your hands ■ 
by the end of next week, the complete survey, that is the pilot. 

We use that pilot to look at our processes in terms of sampling 
techaiques and also jto rework various aspects of the survey. 

Mr, Simon. How soon will this pilot reach us? 

Ms. Cross. The pilot will be available to you at the~end of next 
week. - 

Mr\ Simon. What about the other survey? 

ERIC II, ' . 
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Ms. Cross. Our time line is the end of March and early part of 
April. 0 

Mr. Simon. The more you can press on time on that the more 
helpful, frankly, it is going to be here at the Federal' level 
- Dr. Cronin, I regret that I was not here for your testimony. 

What happens on the parent loans where you say in your testi- 
mony more than 95 percent of the applicants prove to have satis- 
factory credit ratings and capacities and so forth. 

What about the other 5 percent? 

Mr. OrtONiN. If they feel, Congressman, that they have been un- 
fairly treated and discriminated against they have access under the. 
Equal Credit Opportunity Act to protest and we -have been aiting 
to find out if that is going to happen. It has not. 

In. most instances, the families are counselled and realize that 
the information they have provided to the bank shows that they do 
not have the capacity to repay those loans and, therefore, the pro- 
gram canno t t serve them. 

And there may be a need, therefore, for the student to work an 
additional few hours a week or to be considered for other campus- 
based programs if the family is truly hard up. 

Mr. Simon. Are you finding that those 5 percent, my guess is 
that they may be among the students who need the help the most. 

Are those students then just skipping college? Are they rearrang- 
ing the work schedule as you suggest or has* there been any follow- 
up on that? . . 

Mr. Cuonin. We have not had any survey of those families. On£ 
of the ironic commentaries we could make is that some of the fami- 
lies, in order to qualify. for student aid go into the college and show 
how poor they are. They show that they have got debts coming out 
their ears, the number of monthly payments they have on the 
house and on the automobile and everything else, there is no way 
that they can do anything but apply for another grant or scholar- 
ship from the college. 

Unfortunately, some of these families have then taken the identi- 
cal documents and shown this to a bank to qualify for a PLUS 
loan. Well, a PLUS loan is really a middle-income device because 
the way it is written you have got to go into repayment within 60 
days. You have got to have enough cash not tied up to make a $50 
repayment. 

So using these documents to show how poor you are on campus 
. does not go over very well at the bank. 

It could be, that in some cases the families have not shown us all 
the resources because in at least a couple of instances that we have 
heard about anecdotally, people s#y, all of a sudden I realize I have 
got to have some money to repay, let's go back and take a look at 
the assets again, maybe I can qualify. 

The truth is that in the first 12 months we really have not had 
enough time to do a detailed survey of what happens to the 3 or - 
percent who have been denied. That estimate comes from the larg- 
est bank in the program and we, frankly, have been surprised we 
have not heard more concerns either from those families or from 
the students or. the college aid officers. So apparently they have 
been able to get credit elsewhere or else other forms of student aid. 
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Mr. Simon. And you say 125 lenders have joined the parent loan 
program compared to 384 lenders in the GSL. 

Is that because it is more complicated or is it just simply because 
there has not been that much demand? 

Mr. Tronin. We have a large number of very small banks. We 
have about 70 or 80 credit unions. Some of those have held off and 
one or two of the largest banks have held off until, as they put it, 
the Federal program stabilizes so that you don't have to reprogram 
the computer every few months. 

There have been several banks expressing interest in when the 
Federal regulations are going to be finally approved. I believe for 
the entire 1981 year we were operating on the basis of draft or in- 
terim regulations. Some banks like the comfort of having final reg- 
ulations in place before they embark on a new and potentially ex- 
pensive program. 

Mr. Simon. Mr. Hawk, I am intrigued „ by your reversal on the 
reinsurance idea. 

Have you done any estimates at all, by any chsyice, of what 
impact that might have in dollar terms on Federal costs? 

Mr. Hawk. Yes, sir. If you were to look at table 2 of my written 
testimony which appears on what would be page 13, following page 
12 labeled as table 1, you will see a portrayal of the net savings per 
$1,000 in loans originated in the final left-hand column. 

The first column shows the cost to the Federal Government at 
various default rates and I have listed a rate for default rather 
than total claims. You will note that I have added in, arbitrarily 1 
percent for death, disability and bankruptcy. 

At a 5-percent default rate the net total savings per $1,000 of 
loans originated for the Federal Government is $12. And < n t . 10- 
percent default rate which would be an 11-percent claims rata in- 
cluding death, disability and bankruptcy^ you will see the savings 
at $20 per $1,000 in loans originated. 

Th" 1 testimony says that you could reasonably expect savings in 
the amount of $18, per $1,000 in loans orignated over the life of 
those loans which would yield a savings of, based on $8 million in 
loans a year, $144 million on loans originated next year and each 
year thereafter. 

So, Mr. Chairman, you have an opportuni 4 *' to achieve a greater 
sayings over the life of loans than what you are ^receiving presently 
with the origination fee without increasing the cost to the student 
while at the same time placing more responsibility and financial 
incentives on the guarantee agencies with respect to the defaults. 

Mr. Simon. I am just curious, if I may aSk the other two wit- 
nesses their reaction or have you heard of this report? 

Mr. Cronin. Dick is always coming up with intriguing? some- 
times radical proposals, Mr. Chairman. 

We are assembling the 30 or 40 of the other State guarantee 
agencies on Thursday of this \yeek to look at his proposals, to look 
at some of the proposals that Senator Schmitt and Senator Domin- 
ici are advancing and we will have a collective response and a posi- 
tion on cost-saving remedies coming out, of our national council 
meeting ort Thursday. I think we can probably get it to the commit- 
tee within a week or^lO days. , • 
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All three of us will be there. It is going to take very careful study 
and revie.w before we commit ourselves. 
Mr. Simon. Yes, I understand. 

Ms. Cross. One of the things that Dick did say was that he was 
speaking for his own agency and I think that that is important. 
The other aspect that is important is that the group is meeting 
Thursday to look at this proposal and other proposals and we 
admit that Dick is very persuasive. 

One of the things I would like to comment on as it relates to the 
PLUS program, in New York we have similar concerns as it relates 
to getting banks involved in the program. 

We currently have 169 out of approximately 400 lenders who 
have committed to the program. We see a situation where at this 
particular timelhe demand is not that high and as the demand in- 
creases, many of the other banks may be joining the program. 

Our concern is that for this particular loan there may be limited 
access and that the assumption is that the cutbacks in the guaran- 
teed student loan might be offset by the ALAS program and the 
PLUS program. 

It is not our feeling that these cutbacks* will be offset by these 
new higher cost loans, that for some students are just not availa- 
ble. Many of the banks perceive the PLUS program as a supple- 
mental program, not as a program to take up the slack as far as 
the GSL program. And it may not be to the advantage of many 
parents or students to get involved in higher cost loans given their 
economic profile. 

So we have some real concerns. about unmet dollars because of 
the cutbacks in the programs. 

Mr. Simon. One final qustion, then I yield to my colleagues. 

The Senate Budget Committee is working out, among other 
things, a proposal which would require of the students that they 
take a second loan for the interest on their loans. 

In other words, it would increase student indebtedness apprecia- 
bly. 

I am just curious what your offhand reaction might be to the pro- 
posal. This is not a formal proposal of the Senate Budget Commit- 
tee at this point but is being talked about over there. 

Mr. Hawk. Well, Mr. Chairman, I would be happy to react in 
two or three different ways. Obviously, the thrust of that kind of a 
proposal is increasing the price substantially to the student, and re- 
ducing expenditures by the Federal Government. 

The second component of my plan, of course, gets at the same 
cost area as does that particular proposal before the Senate Budget 
G6mmittee. 

The thing 'vhich I don't like about the proposal is that it tends to 
transfer the whole loan to the student and it seems to mc that is 
entirely excessive. 

The other thing I don't like is that it does not provide any oppor- 
tunity for the student to gain £he benefits as interest rates decline. 

We run a risk during a period of high interest rates to load the 
student up as heavily as possible to save the Government from the 
high costs. Subsequently, if we have a decline in interest rates, 
which everyone keeps saying we are going to have, then the stu- 
dent, in fact, has a greater burden than is necessary. 
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J, personally, and I can't speak for my colleagues, would prefer to 
see a more modest shifting of the burden for the Federal Govern- 
ment and the students. * , * 

Mr. Cronin. I took a look at this as one of 20 proposals that 
would save money and I wrote on the margin "kiting scheme." 
This is the way a number of countries finance their ^CQnomy. I 
think Poland is one right now where they have to borrow large 
sums of money just, to pay the interest on the money they have 
borrowed before. • 

This is one of the reasons for thb deep crisis in that country right 
now. 

Mr. Chairman, you and I remember that the city of Chicago just 
2 years ago was rolling pver ana borrowing money to pay the inter- 
est payment on bad^dety£ which facilitated a fiscal crisis and a new 
school" finance authority similar to the other mechanisms that New 
York City had had to be put irr £lace. 

Families go out when they are in trouble, just before they go into 
bankruptcy court and -have to borrow an additional loan to pay the 
interest on their other loans. 

So if this is going to be part of consumer education for the next 
generation' that we encourage them at the beginning of their 
career to borrow money to pay the interest on other loans, we are 
going to have a very weird economy in the 21st century. I have 
some problems with-it. 

Mr. Hawk. Mr. Chairman, I might just add that the whole con- 
cept of borrowing interest to pay interest would put the students in 
the same kind of financial plight that many farmers in this coun- 
try are in now when they have payments on loans due and they 
find themselves in a position to borrow funds to keep up the inter- 
est oi) loans tolceep from going under. 

Mr. Simon. If I could just add, I am not advocating this by any 
stretch of the imagination but my fear is that as we look around 
for'alternatives, as the pressure mounts in these coming weeks, all 
of a sudden some scheme like this is- going to look attractive. 
- I hope it can be resisted and I hope the three of you and your 
counterparts will continue to monitor very, very closely what goes 
on in Washington in the coming weeks. 

As the trial balloons go up I think many of them have to be shot 
dowo, probably most of them, if not all of them. 4 

Mr. Peyser? 

Mr. Peyser. Thank you, Mr. Chairman. 

I would first like to ask Mr. Cronin, dealing with the statements 
on the graduate student loan, as we know, the administration has 
now announced their plan, hopefully not the Congress plan Kilt 
their plan— to terminate the graduate student from the guaranteed 
student loan program. 

Do you have an estimate in mind as to what the impact would be 
if the simple change that was made as they have illustrated of 
simply making the graduate student now eligible for the parent 
. loan as against the program that is now iri place? 

Do you have any graduate schools giving any indications as to 
what this might mean? 

Mr. Cronin. Yes, the preliminary reactions from graduate 
schools and there were some vivid quotes in the New ? York Tfmes 
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already begun thinking about dropping. out of graduate school \\ext 
wjear.- , • 

When the executive branch speaks, many peopje think, well, that . 
is the way it is going to. be next year. And it is going to have a very 
negative effect on graduate and professional school enrollments— a 
minimum of 10 percent, as many as 30 or 40 percent in certain 
schools. 

I know I sp^nt hours at Harvard University talkingjvith all the • 
aid officers. . There will be schools Hke the business schools which 
has its own corporate sources— will be able to survive— and per- 
haps the law school. .But .the less financially endowed graduate 
schools, divinity, health,, education, will suffer an immediate loss, 
/apparently, as I said in the testimony, because we can't find banks 
that will make these ALAS loans. ( 

If the student exercises the option, the yield to the bank is only 
this quarter a small percent.' 

It is a singularly unattractive credit mechanism for the banks 
and the students just will not be able to find the lenders. So' it is a 
», ticket to nowhere. • , 

Mr. Peyser. Well, I appreciate hearing. that because, certainly we 
are gcrihg to use that in gn effort to counter what I would view as 
an absolutely outrageous proposal by the administration showing 
an absolute disregard for the very aims that the President said this 
country hacf to get on with when, he toOk office, gaining in techno- 
logical skills and in learning how-to be mqre productive. He then 
proposes, to eliminate graduate students, who presumably are 
among the most academically accomplished students in the country 
and make it impossible for the:n to go to graduate school. 

I think there is a lot of misconception and 1 would welcome your 
thought on this. 

I will use my own son, as an example, who is in graduate school 
presently. He has used the guaranteed student loan. He works 17 
hours a week. He has just made loans through the school to get 
him enough money to finish out his year, and if he were faced with 
trying to pay interest paymerfts each month, he would have been 
out of graduate school a year-ago. 9 

Now, do you have .the feeling, based on your close work in this 
whole area, that graduate students, by and large, most are not 
either independently endowed or have parents who can afford 
graduate schol. 

I have no objection to people who can pay their way. I think that 
is great. But for those who can't, is it your impression that most of 
them are trying to use all the devices they can, including working 
during school and making additional loans, through school where 
available? 

Mr. Cronin. Absolutely. Universities such as Tufts, Harvard, 
Boston University, a tremendous percentage of the students are 
working in the graduate schools; those" that are married, the 
spouses are working io put them through and yet it is very difficult 
to make enough to meet the tuitions that are now six, seven, eight, 
up to.$10,000 a year. 

I mentioned medical, dental, and veterinary medical, which are 
.well up into the teens. 



The pressures'are enormous and the accumulated debt tremen- 
dous. Ir you had to begin paying the interest in school you would 
either prolong the graduate program— it already .takes too long for 
a Ph. D. Sonde of the piaster's programs that are* part-time go 4 
years. It is gfcing to extend those even further. 

One of the tragedies is. that as, we expand the defense budget, es- 
pecially the contracts that are going to go to the northeast, a lot of 
them are going to generate an increased demand for electronic* 
specialists, scientists, engineers, people in the computer area and 
the papers are already full of people whQ have a masters degree or 
more in terms of competence. * * 

We will be closing the valves training just the people we need for 
the military system of the future. So it is going to work againat the 
■ ' national defense policy as well as national manpower policy to 
, squeeze down the graduate students. 

Mr. Peyser. Thank you, 

Mr. Hawk,, perhaps I have not understood ihe proposal you have 
bf saying the Government money by cutting back on the guarantee 
by the Federal Government 

As 1 listen to your statement, is the idea, as I understand it, that 
* the student, the recipient of the guaranteed student loan would be 
the one whpse interest eate /would be adjusted as there was a 
change in interest rates and that they would have to repay that 
\rtterest rate adjustment? 

I am not quite sure I understand that. And do they pay it in the x 
year that it is^adjusted or is everything held off to the end oftjie 
line? , • 

Mr. Hawk. Mr. Peyser, if I may, letjs make sure that the two 
components to the plan as presented do not get cprffused. 

The first component deals with che reinsurance arrangement and 
it is that component of the total plan which would transfer much 
of the burden for claims payments from ihe Federal Government to 
the guarantor without the heavy reimbursement which exists now. 

Urjder that proposal the student would incur an increase in cost 
which would be essential for the guarantee agency to have the re- 
serves necessary to assume that larger burden. But with the elimi- 
nation of the origination fee the cost to the student remains the 
same, on the average, with little variation from one student to an- 
other.. 

But there is a savings to the Federal Government in a fairly sig- 
nificant aipount., That is one thing by itself and I kind of like that. 

I don't/think that hurts students. I think it protects access. I 
think; it .places greater responsibilty and accountability on the 
guarantee agency. 

The other component of the plan is designed to save or reduce 
Federal expenditures for the special allowance made to the lender. 
What'tftat does is to say, "We will increase the rate on which, or at 
whicfr the student makes repayments on a guaranteed student 
loanc .We increase the interest rate from 9 pecent to 14 percent. 
Whether or not the actual cost to the student will be 14 percent or 
something less will depend upon what prevailing interest rates are 
during the life 'that that loan is outstanding. The cost but not the 
rate will fluctuate. t 

Mr. Peyser. May I interrupt there just for a minute. 





119 



I was just doing some figuring here. If a student had started in 
your plan in 1968, he came under your loan plan in 1978, have you 
done any calculations as to what the cost to that student would be 
by the elimination of the. special allowance? 

Mr. Hawk. Mr, Peyser, Ldo not have that information immedi- 
ately available. 

Mr. Peyser. Generally, without getting into specific dollars, what 
do you think the increase impact would be? And would that be pay- 
able, that increase, would that be payable at the end of the loan 
just the way it works now or would that be payable during the 
period of the loan? 

Mr. Hawk. Mr. Peyser, every quarter there would be a special 
allowance payment, a standard amount of 4 percent and there 
would be a formula which would determine what portion of ,that, 
depending upon prevailing interest rates in that quarter, would be 
allocated to principal reduction on the loan as opposed to simply 
interest supplement for the lender. 

Now, the way the plan is presently written you would do those 
allocations once each year or at the time the loan is repaid just to 
save administrative costs. 

Mr. Peyser. But the student does not pay anything during the 
interim period right now? 

Mr, Hawk. Mr. Chairman, during the interim period of the loan 
the student would still not pay anything. 

Mr. Peyser. Thaf is what I want to be sure of. During that 4-year 
period, say the student is an undergraduate and these adjustments 
are going on aretKere no payments being made by the student? 

Mr. Hawk. That is absolutely true. $ X 

Mir. Peyser. So at the end of the time an accumulated figure is 
then arrived at on the repayment, the increase. In other words, 
let's assume that the interest when he went in was 9 percent and 
when he came out it was 6 percent. 

Mr. Hawk. Let me see if I can clarify. During the interim period 
of a loan while the student is in school, the amount of special al- 
lowance payment made by the Federal Government would be an 
amount which would vary below 4 percent because during the in- 
terim period of the loan there would be no payments 'by students. 

The only thing paid by the Federal Government during the inter- 
im ppriod of thejoan wpuld be the portion of the standard 4-per- 
cent special allowance which should be attributed to an interest 
supplement as opposed to interest reduction, 

When the loan goes into repayment then the 4 percent would be 
allocated depending upon the rate. 

The only change would be the student then would have no repay- 
ments during the interim period of the loan. The only change 
would be when the student went into repayment his repayments 
would be paid on a 14-percent interest rate instead of the 9 per- 
cent. Actual cost to the student would depend upon how interest 
rates fluctuated over the life of that loan. 

Mr. Peyser. If the interest rate stayed over 14 percent he would 
certainly have 14 percent cost. 

I would hope that the association and meeting would make a 
firm decision against such a plan because we fought like crazy in 
the conference when there was discussion with Senator Metz- 
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enbaum about the similar type of concept and the impact that 
would have on students making the loans to start with would be 
disasterous. We finally moved it up to 9 percent which was some- 
thing I did not feel we should have done but nevertheless we did. 

Basically what, you are saying today, in spite of the President's 
hopes originally for a balanced budget in 1984 and interest back at 
8 and 9 percent, the interest rates will be higher. 

I noticed the banks have just increased the prime rate today 
going back to I6V2 j>ercent. The economists we met just a week or 
two ago tell us that they are now anticipating 17 and 17 Vfc percent 
prime rates before the spring. 

So, I would say that any move lik^this would have a disasterous 
effect on the student loan program and on students and I will cer- 
tainly study it closer. 

I am afraid I come into this with a very strong bias on what the 
implications Of this would be. And so, while other members may 
not share that opinion at all with me, I think it is only fair you 
know where I would come down. 

Mr. Hawk. Well, Mr. Peyser, I am glad to hear you say that. 
Perhaps I have not emphasized strongly enough my firm position 
that I don't think you should reduce costs for the guaranteed stu- 
dent loan program. 

I am not here to advocate reduction of Federal expenditures for 
the guaranteed student loan program? 

Mr. Peyser. I am glad to hear you say that. 

Mr. Hawk. If you look at tjie first three pages of my testimony 
you will see that it says you ought not reduce the cost but then it 
recognizes that you have a lot of pressures because of desires to in- 
crease costs, for the military and that type of thing. 

Mr. Peyser. I hope that this Congress is no longer going to say 
that, well, we simply better start figuring out some alternatives be- 
cause we are going to lose. That is why I am a little concerned to 
hear an alternate where a. great deal of time is spent both in my 
discussion and your presentation that that is where we are going 
because I sure hope that that is not where we are going. 

I have just a minute more time if I may and I just wanted to 
acknowledge to Dr. Cross, who is a representative of my State, that 
I am delighted that she is down here with us, that the survey that 
you are doing would be of utmost importance as the chairman indi- 
cated to us. Frankly, there are very few surveys that are out in 
this whole area anyway and certainly one that is as comprehensive 
as you are considering would be of great importance. 

Now, the one question I would like to put to you deals again with 
your feeling at the graduate level, the impact in New York State 
and among New York State graduate schools that, an elimination 
of a.guaranteed student loan program would ha^e. 

Ms. Cross. Congressman, 'as you may know, in the State budget, 
the colleges lost many lines and positions. There is grevl concern 
by the presidents in the private-sector as well as the public sector 
about the cutbacks, namely as they relate to teaching and re- 
searchers that they need for colleges. There is a lot of concern. 

We anticipate that 85,000 students, will be affected by these 
changes. 
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1 think the thing that is a big question for people in New York is 
what will be the cost of professional services should these students 
be forced to higher cost loans. 

What will doctors charge in the future? What will researchers 
charge in the future? 

What will various professionals charge in the future as a result 
of having to pay back these high-cost loans if this should go 
through? 

So, given the cutbacks in the budgets that schools are experienc- 
ing and also the high dependency on gradu&t£j>tupents as teaching 
and research assistants, it will be devastating to many jf our col- 
leges. 

Mr. Peyser. I thank you very much, Mr. Chairman. 
Mr. Simon. Mr. Erdahl? 

Mr. Ekdahi:. Thank you, Mr. Chairman, and T apologize to you 
and to the panel for being tardy. We had another education sub- 
committee meeting on elementary and secondary education where 
similar concerns are being expressed. 

Also, I am happy to see Mr. Hawk. He and I were together in the 
Minnesota State Capitol some years ago. 

Maybe this was touched on before. One of the things that I have 
been mentally wrestling with because I don't view Dave Stockman 
as a social engineer, yet it seems as we look at some of the deci- 
sions that we are asked to make in this committee and in Congress 
and made in the first session of the 97th Congress, at a certain line 
that is hard to define, we cross over from making not only a finan- 
cial budgetary decision but obviously some very fundamental social 
decisions. u 
i We are saying, in effect, that if you, and your family, are at that 
economic level, you are going to be able to go to school or you are 
not going to be able to go to school, graduate school or college, with 
<r some few exceptions. 

Obviously, some exceptional people ijiove up and accomplish 
things but I think we are at a fundamental crossroad, determining, 
not only if a person goes to,.a school but what type of school. 

You mentioned Harvard University where the tuition is rather 
high. Some other State-supported schools in IS(,ew England, New 
York, and my State of Minnesota, have lower tuitions. % 

Maybe you would like to comment on that. Mjaybe that has rfl- 
reddy been discussed here today. What are we about as we are 
doing what we have been asked lo do? 

Mr. Hawk. Well, Mr. Chairman, if I may I would like to respond 
to that. Initially, very frankly, in the preparation of this testimony 
I wanted to come in and say you did two things that were, bad last 
time. 

Mr. Erdahl. We did more than two things that werebad. 

Mr. Hawk. You increased the cost to the student with the origi- 
nation fee which did not really serve any purpose. Il was a budget 
line reduction. 

The second thing which you did was you said, well, from now on 
* we are not going to give«the student, in many instances, the oppor- 
tunity to assume responsibility for his or her own postsecondary 
education cost 
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We are going tor say the parents ought to pay that bill. We are 
agoing to establish a social policy which says a student ought not be 
responsible for his-or her own postsecondary education expenses. 
That student's parents ought to be responsible for that. 

And the decision we are really making is how much the Federal 
* Government is going to pay and how much the parent is going to 
pay and not giving the student that opportunity. 

I think that was a serious mistake. I decided politically not to 
come in and say what you did that time was not all that bad. You 
reduced Federal expenditures by restricting volume in the student 
loan program. 

In order to restrict that volume you s&id we are going to require 
a family contribution which means the issue is not does the stu- 
dent need assistance in the first instance with respect to his or her 
own 'postsecondary education expenses but what portion is the 
parent going to pay and what portion is the Federal Government 
going to pay. 

I think the implication of that is exactly what Mr. Erdahl is 
saying in making budget decisions. In this instance in restricting 
volume in order to meet a budget requirement you are, in fact, es- 
tablishing significant social policy. 

Mr. Erdahl. Dr. Cross? 

Ms. Cross. One of the things that concerns me, as we look at the 
situation last year and the climate there was so little information 
about whether.or not the savings could be achieved. 

For example, when we get into discussions about the income cap, 
we know that States were never required to keep information on 
income for GSL so it got rather arbitrary. Should it be a $25,000 or 
' $30,000 or $40,000 income cap? 
; I think the question that has to be raised and tooked at is what 
information did we h^ve to come to, any kind of conclusions about 
what the > savings would be. New information might /suggest that 
you iook at higher education as an industry, what happens to that 
industry. 

As you look at lpans as a self-help program, what happens to 
that whole concept of seif-help? 

But I think the larger question that we have to look at is, Is it 
cost effective to introduce these new loan programs which have to 
,be marketed, which jrieans, adjustment in operations and adminsi- 
traive details and which also may mean that both pa'rent and stu- 
dents are put in an intolerable position, 

For example, the point that Dick raised, the whole issue of par 
ents having to be forced in some cases to take on a loan when they, 
themselves, may be at the point where they are planning to go 
back to school. So it is not only the imposition of a whole new 
philosophical position but it is also the whole question of whether 
or not it is cost effective and whether or not the so-called savings 
can be achieved. *' 4 

Mr. Erdahl. Thank you very njuch. 

Dr. Cross, you made a point I would like to emphasize because it 
came up at a previous hearing/ Mr. Peyser said maybe we should 
not knuckle ynder and say we will have to live with some cuts. 
Maybe We will be resisting some. 
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The point I want to repeat is the absolute necessity for distribu- 
tion and dissemination of information to students and parents 
about what might be available in the area of student aid. We heard 
that maybe the breakdown in communication was at the high 
school level as far as assistance that might be available. This one 
underscored that. 

Put then also, Dr. Cross, you mentioned that in New York State 
there was a $275-niillion reduction that would be available for stu- 
dents from Federal assistance for post high school students. While 
we bear much about this new federalism, and the new volunteer- 
ism in the country, is somobody making this up to any significant 
degree, families, private sector, cprporations, labor unions, State 
government? Where are these people going to go that have been 
looking forwa> * to or depending on some assistance in the form of, 
I would guess, XiSL or* Pell grants, whatever it might be? 

Ms. Cross. At this particular time thero is nothing on the draw- 
ing board to make if up. As you know, last year New York added 
$26 million to its tuition assistance program. With the cutbacks in 
the other programs I don't anticipate that, the States will be able to 
make the cuts that have occurred in the Federal student financial 
aid programs. » 

I would, like to mention, too,^as it relates to information,, we .did 
do something which I consider very important. We disseminated to 
every high school student information on available student aid pro- 
grams to help them figure out exactly what to do. But the informa- 
tion problem is the greatest problem which I feel parents are cur- 
rently facing. 

Mr. Cronin. Congressman, if I couldcortiment briefly. One is on 
the cost of education. I think most of us think that there is a great 
gap between Harvard and a few other colleges and the rest. 

Actually, we art finding that the cost of going to a public univer- 
sity whether it is the University of Massachusetts or the Universi- 
ty of Illinois where two of my children are attending, one is a soph- 
omore right now and at the University of Minnesota the costs are 
up to $5,500, $6,000 a year if you are living on campus. 

And we are finding out" that the gap between Harvard £nd the 
other independent colleges and universities, the religious affiliated, 
Brandeis, Boston University, Boston College, they are just about 
$1,000, $1,500 behind some of the supposedly high cost or high tu- , 
ition institutions. » 

So it is a problem that whether it is public or private the reduc- 
tion and the availability of Pell grants and student loans and origi- 
nation fees and the bites out of the apple that we are taking before 
giving it to the student nrc really working against meeting the cost 
of education. 

I have got a longer paper which Tom Parker, a colleague, ajidl^ f 
and one other have written, talking about the change in social phi^* 
losophy away from a notion that was prevalent in the 1970's that 
the Government will help education and will help students have 
access. • ^ ' 

Now, the shift in the last year or two has been toward saying, 
students, you help yourself and, by the way, we are going to make 
it costly for you but you invest in yourself. 

O 

ERIC 




124 



And now we are-saying, -parents, you invest in yourself and we 
are on the verge of saying to graduate students, you invest in your- 
self and pay the interest simultaneously while you ,are going to 
school which is probably going to be the final straw that will break 
the back of graduate professional education. 

But I will leave this paper which in somewhat more mellow 
terms describes the shift. 

Mr. Erdahl. If I can just comment on that, Mr. Chairman, be- 
cause we have three sons attending a fine private institution in 
Minnesota, St. Olaf College, and it is not that much less or more 
expensive than the other institutions. They are all expensive. 

You have sons and Mr. Peyser has p son in graduate schpol and 
we have some in a private college. You and I may be in a higher 
salary category -iours as Congressmen is public knowledge— but 
there are a lot of people in this country that are trying to get by on 
half bf that. I think here the determination comes that we are 
saying by these policies and programs that with very few excep- 
tions families' below a certain income level will not be able to send 
their sons and daughters to most colleges and universities. 

I think what you said reinforces that and I did not think you 

meant it as a counter.^ * _ 

"MrrCRWiNTThaTis right. 

Mr. ErdAhl. You described Richard Hawk as being a radical? 

Mr. Cronin. Some of his most creative jdeas are on the radical 
frontier. We expect that from Minnesota. 

Mr. Erdahl. We expect that and we Jooked at him as being inno- 
vative. 

Maybe you talked about it, I did not get a chance to read your 
statement yet. I think we are going to have to deal with limited 
funds, we have to acknowledge that. They are already limited. 

The Washington Post tells us that further assaults are coming on 
many of these programs. What about the idea of different interest 
rates? Maybe as an incentive for paying back we could maintain 
the loans for college students at a low interest rate during the time 
a person is in college or graduate school, but following that to have 
a higher interest rate, maybe even the market rate or escalating 
up toward that as an incentive for repayment of the loans over a 
shorter period of time. 

Are any of you people looking at that possibility as a compromise 
.to try to make these funds available for some students that really 
need them if they are going to higher education? 

Mr. H\wk. Well, Mr. Erdahl, with pne little embellishment, that 
is really what the one component of the plan that I provided does. 
It causes the student to,pay a higher interest rate and unless that 
interest cost fluctuated below 14 percent 

Mr. Erdahl. But when would that higher interest rate be kicked 
in, during the time of the repayment period? 
. Mr. Hawk. No, the Federal Government would continue to bear 
the cost while the student was in school just as the Federal Gov- 
ernment does now. 

It would affect the situation only during the period of repay- 
ment. That is, in effect, an increase in the interest rate to the stu- 
dent bringing it closer to market rate. 
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the only thing under that .plan, his costs would never exceed 14 
' percent and his costs would fluctuate below 14 percent if the inter- 
est rates were lower than that. 

Let me make it very clear. I am a little concerned that Mr. 
Peyser interpreted my presentation that I am here to advocate that 
sortie way or another we increase the cost to the student. 

That could not be farther from the truth. All J am dealing with 
is the realities that this committee and the Congress is going to be 
under pressure once again to reduce Federal expenditure, I would 
like for you to look at an innovative, rather than radical plan, to 
permit you to do that in such a way which causes the maximum 
opportunity to the student to be preserved if those reductions are 
necessary. 

Obviously, the, first effort ought to be to resist any increases in 
the cost to the student. 

I was very serious when I said that everything which this gen- 
eration enjoys in terms of economic productivity, in terms of rich- 
ness of life, in terms of sophistication of this civilization is due in 
large part because previous generations were making an ever-in- 
creasingunvestment4n expanding-educational opportunity. 

That has been one of the hallmarks of growth we have seen in 
this society. We are never content to say, 'Well, now, we have de- 
veloped educational opportunities to this level. That is good enough 
and we will stop." 

Vfe have had an expansion of educational opportunity which has 
provided for continuous productivity and economic and social 
growth and that ought to be continued. You don't have opportunity 
unless you have economic access. 

You have to have that economic access and it seems to me the 
guaranteed student loan program provides an excellent mechanism 
for doing that. You don't want the cost to be higher to the student 
than is essential. 

All we are doing is recognizing the realities of the pressures 
which are going to be on this committee and we are saying, if you 
get in a situation where the program has to be cut, then please at- 
tempt to do it in some way which preserves the objective of the 
program and meets the student needs to the maximum extent fea- 
sible. 

Mr. Erdahl. I appreciate the specificity of your explanation. 
Dr. Cross? 

Ms. Cross. I would like to comment that I think we would like to 
recognize the reality that the programs have already been cut; to 
lpok at some of the difficulties in perhaps instituting some of the 
new programs and to examine whether or not we should be looking 
at any alternatives at this present time. 

What 'my presentation has suggested and what I would appeal 
for is a period of stabilization, some stability for students and par- 
ents and colleges and an examination of whether or not we have 
saved any money. 

Is it best to save nioney at the cost of the industry of higher edu- 
cation and how should those savings be made. 

I think that when we look at what reality >ve should be living 
with and accepting, we perhaps should be accepting the reality 
that we have already made certain cuts and that we don't know 



what these cuts have done. We should take a period of time to look 
at the fact that different sectors may be affected differently. There 
may be regional differences and these regional differences com- 
pounded with other differences in the regions could devastate por- 
tions of our population. 

Mr. Erdahl. Thank you. What you say makes a lot of sense. 

Thank you to members of the panel. 

Thank you, Mr. Chairman, 

Mr. Simon. We thaafc all three of you for your testimony. We 
will have some, additional questions we had to submit for the 
record. You can respond to those. 

Mr. Cronin. A point of personal privilege, Mr. Chairman, if the 
word "radical*' could be struck from the record and the word "in- 
novative" inserted. 

Mr. Simon. Thank you very much. _ 

[The information requested follows:] 
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Mr. Bud Blakey 
Mg. MarylnHcAda* 
U.S. Houm of Representatives 
Subcommittee on Post secondary Education 
320 Cannon Houst Office Building 
Washington, D.C. -20515 ' 

* * 

Dear Bu4 ana* Maryln, 

Tht rabruary Questions on PLUS/ALAS. Please tell the Committee; 

1. Interest Rstes 

Borrowers would, only borrow onca per year. No problem. Banks 
change thalr prime rates, mortgsge rates each month now, sometimes 
■ore often, it is normal. 

2. fluctuations 

'You could change the rates more often. I proposed June and 
December, just twice a year. Quarterly sight be better. 
' i 

3. Consequences 

If PLUS interest rates stay at 14Z for a full year and the 
prime raje drops, the T-Bill drops to 12 or 10Z, than PLUS/ ALAS 
will be an absolutely usejjss program, high and very dry on the 
% shelf. As inflation dropa, usually interest rates follow it down. 

4. $3,000 A Semester 

I really would prefer GSL to go to 53,000 a semester. Let my , 
five kids borrow up to $6,000 a year! But this would mean a federal 
aubsidy of up to 16Z this quarter for each loan. 

PLUS loans qualify for a 2Z special allowance this quarter, 
one-eighth the cost of GSLs. Much let* costly. 

CBO can tell you more accurately than I how many schools have 
a cost of education above $6,000. Most are private colleges snd 
serve less than 10Z of the population. But they need the $6,00p 
option. * 
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# 5. Paul Borden uy present some coat-eeving ideas. My task wee to 
•how you how PLUS can work' better. The PLUCS and spouse loan idee 
vill not cqet. The twice • year rete adjustment will coet less 
then GSL chengee. (See #4) • 

6. Verifications of .income should, be done by echoole, -not by 
lsndsrs. The benke ere not ae 'good- at' this nor ee willing. Heny 
school s~nov ask for e 1040 fore. 

7. PLUS will grow repidly beceuee of leet yeer'e cute in GSL 

* eligibility end tuition increeeee et most collegee. ALAS will 
bomb. ( * * 

If intereet retee drop below 142, PLUS will be e bomb, s source of ridicule, 
perente end grsd etudente won't be able to get educe tion loene, end the entire 
Cronin family will probably demonstrate iru or neer the Cennon Houee Office 
luildin|, third floors 
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HIGHER EDUCATION ASSISTANCE FOUNDATION 

7 34 Corporate Wood*, Suite 270 

10950 Grtndvie* 
Overland Perk, K«nM« 66210 
913-648.4255 

March 31, 1982 v 

J 

The Honorable Paul Simon, Chairman 
House of Representatives 
Committee on Education and Labor 
Subcommittee on Postsecondnry Education 
320\Cannon House Office Building 
Washington, D.C. 20515 

Dear Congressman Stmon: 

In accordance with your request, I am enclosing responses to tlu> 
two mUs of truest i oils regarding my testimony before the •SohcoMini t tee 
on PostsecoiKlary Education. * 

Because answer., to several oj the questions required a fair I) 
extensive discur>^ion of reinsurance. I have enclosed a paper titled, 
"An Analysis of Reinsurance and Federal Cost for Student leans' 1 , i«» 
which reference i** m.uli in several of mj, responses. A review of 
thiN paper prioi Lo reading the answers to questions m.iy facilitate 
tinkers landing of some of the answers. 

Thanks to the Postal Service, yciur lettet did not atri\e until about 
thirty dnjs tol lowing* February lf>. It was the late arrival »»i the 
letter and the complexity associated with some of the questions 
which has caused this submission to be so late. 

Thank you for youi continuing intoresL in pvcscning and sti engt lim- 
ing the Guaranteed Student boan Program. The courtesy and 
attciiMvcncss of your Committee and its sLaff has been genuinely 
appreciated. « 

Sincerely . 

• ' ' ' ' C 

Richard t\ Hawk 
Chairman of the Hoard 

RCH/lb 
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AN ANALYSIS OK REINSURANCE 
AND FEDERAL COST TOR STUDENT LOANS 

The data presented in the attached Tables I through IV demonstrate 
the effects of the current reinsurance arrangement on the distribu- 
tion o/ the cost of defaults under the Guaranteed Student Loan 
ProKram between the federal government and guarantee agencies. 
AU of tne # tables present the same information, but each table 
presents an analysis based on.a different percentage of defaults 
determined by relating the dollar volume of defaults over the 
life of all loans originated in a single year with the total 
dollar volume of loans originated in that year. Table I assumes 0 
defaults over the life of loans originated in each vear equal 5% 
of the volume originated in the year, Table II assumes 10%. 
Table III assumes 15% and Table IV assumes 20%. 

The tables show the annual "default rate" under the existing 
reinsurance arrangement (identified on the tables as "Net Claim 
L?^ 0 ^L a ? d Ule cost of insurance to the federal government per 
$100,000 in guaranteed loans originated each year (identified as 

Federal Reinsurance"). Cost to the guarantee agency also is 
shown and is identified as "Net Claims Expense". 

Because a purpose of the tables is to compare the annual "default 
yate' on which federal reinsurance is based under existing law 
it 1 iK actual Percentage of loan volume which defaults over 
the life of a portfolio, all factors have been held constant for 
fach vear (for example, the volume of loans guaranteed ts held 
at 5100,000 in each year), and most frfctors have been simplified 
(for example, claims due to death, disability and bankruptcy are 
represented at .75%*of loans originated and all of these claims' 
arc charged in the year following the loan in which each loan was 
originated). , 

Forecasts of loans entering repayment are based on actual experi- 
ence of the Higher Education Loan Program of Kansas and assume 
that some loans. begin repayment in the year following origination 
and that all loans are repaid fully by the end of the twolfth vear. 
All default claims arc charged during the vear in which the loan 
enters repayment, and the relationship between default claim 
occurrence and loans entering repayment is a constant, true 
default rate. 

Supporting detail for each of the tables is provided in Tables 
I. A. through IV. A. ^ 

Because the annual default rate based on the existing reinsurance 
methodology is affected by ,Uie original principal amount of loans 
which happen to be in repayment in the vear prior to the year in 
which defaults occur, regardless of when loans in rcpavmont were 
originated, actual experience will vary from the data presented 
in the table, due to changes in such factors as total annual volume 
and average loan stee, which result In part from changes in program 
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requirements from one year to the next. It i.s only by holding 
such factors constant that the impact of the existing reinsurance 
methodology can be demonstrated" in a'pure sense.* 

As demonstrated by the tables, the arinual default rate under the 
existing reinsurance methodology is relatively high in the early 
years' of a program and declines through about the eleventh year, 
at which point the annual rflte-^eaches a relatively low level, 
which will remain constant for all subsequent yours, so lone as 
factors such as annual loan volume remain constant. A tr N ue default 
rate of 5% yields an annual default rate of .8% under the* existing" 
reinsurance methodology. Similarly, a tnieule fault rate of 20% 
ultimately yields an annual default rate of ^3. 6% under the exist- 
ing reinsurance methodology. Because the federal "government 
provides full reimbursement; on claims paid by guarantee agencies 
each year until the annual default rate tfased on existing 
methodology exceeds 5%, the effect of the existing reinsurance 
methodology is to cause the federal government to bear the full 
financial burden of all default costs for a mature program in 
which factors such as' annual loan volume remain constant , even ft 
the true-default rate is 20% or more.' 6 

This situation^oes not negate the need for guarantee *arroncies to 
establish and maintain substantial reserves to cover losses due 
to defaults because, even though the likelihood is that virtually 
all claims will be reimbursed by the federaU-government , anomalies 
in the pattern of annual loan vqlume and the rate at which loans ; 
enter repayment could expose the guarantee, agency to substantial*' 
*i? SSG ? in a S iven ve * r -* Moreover, in the event of a complete, 
disaster, it is unlikely that any guarantee agency would have 
sufficient reserves to meet its guarantee obligations, in spite of 
the fact that undhr normal conditions, the^*st of all cfnims will 
be borne hy the federal government. If, for example, all loans 
were to default in one year.- the loss to the guarantee agencv in* 
a mature program would equal 18.6% of outstanding guaranteed* loans. 

Wit u this background information on the effects of the present * " 
reinsurance methodology, comparison becomes possible with othe, 
approached to. federal reinsurance. One alternative approach wns 
suggested in testimony to the House Subcommittee on Postsecondary 
Education by Richard C. Hawk on February 2, 1082. d - 

The essence of that proposal is to relate claims to the original 
principal amount of loans originated in the year in which- the 
non-repaid loan was originated, to treat reimbursement of all 
claims in the same manner (eliminate automatic 100£ reimbursement 
to the guarantee agency for death , disability and bankruptcy), 
and to provide a reverse trigger mechanism on federal claims 
reimbursement, with no federal reimbursement, unti 1 the claim rate 
reaches 5%.and full reimbursement only- of those claims occurring 
after the rate exceeds 12%. That proposal also included elimina- 
tion of the administrative cost allowance which the federal govern-* 
ment currently pays to guarantee agencies in an amount eciual to 
1% of loans originated each year. 
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H.um»U on the model *h*rh ceneriiied I ho tfntu for Tables 1 through 
IV, the effect *S vlimiictna to 1 1u»- proposed folmbu^omoiit at ram*< - 
raont at both a 5* nnd * 20? true default rate for one year's Man 
volume li^th© amount of MOO. 000 Ik presented bo low. . 



FI VE PKinXT TI8JK HTAMT RATE 
tUriT^nt Vroposed Annual Annual Silting 
portfolio Federal Federal ■ Fcd,Savlm» on Claim* 
Year Cost Cc*>t on rlatiit. Plus ACA.,- 
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Obvjoti.slv. the effects become more pionouneed with the addition 
of additional years of volume. Once attain. uSUi: the model which 
generate* ' 000 in loan volume each .tear., the effects of 
adoption of 'the piopdued reinsurance arrangement are presented 
he low * 4 
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If annual volume *ere $8 hi 1 Hon and the true default, rate were 
5, the savings t»*the federal r.oveinment Ui the Mi*st tern aftei 
adoption of the proposed reinsurance arrangement would apj>ro\tmat< 
^80 rat Ut on, second year «avin«s would exceed S210 million, and 
fifth vear saving would be $-190 million. 

If the Hue default rate were 20'* and the annual volume *ovv*> 
$8 billion saving to the federal Rovernjponi in the second tear 
would o\ce<d S'I25 million and fifth year savinns would approach 
$570 rot I lion. * 
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ti* .should bo noted that, as used mi IhtK rontest. s; ivin«s 
federal novcrnment is achieved throu«h a pirn* transfer <»' <* sl ^ 
Ruurantoc nancies. In order Lo huild adequate rtwrvw in cover, 
the llerwiw *« cost for claims. grantee agencies obviously 
would havo to elinruo «uarantoe roes wol I in excess of the currently 
authored 1% per year for the interim period of Jh* loan- A» 
indicated in the testimony., a guarantee foe of 2-t/2^ fins 2, poi 
voar for the Interim poriod of tlic'loim would bo necessary, but 
with oUpiiimllon of Ihe 5V ordination fee, uvera«e cost to the 
jtUudcnl would not increase. 



.1 cni-mlnttye b:u**> saving to Ihe loderal ipivfrnmml over 
elve year period would exceed Sfl billion based -on a tiue 
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twelve year period wouiu execeu ™ m ■ i ™ » ■ y~7 

default rate, and W hi II ion dollars based on a 20% Uuc default 
rate. Cumulative saving per $100,000 ». constanl loan volume 
.'are presented bojow. 
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,W,O0G 


56, /5> 


119,24? 




297,739 


371 ,964 


456,39 


^25,%> 


568,406 


5W.7I5 


75l 


751 


751 


751 


751 


751 


751 


751 


751 


II, »3 


15,00* 


15,004 - 


15,004. 


15,00* 


:5,004 


!5,C04 


15,004 


15,004 


12,004 


l*,755 




IN 755 


15,755 


l f ',?55 , 


15,755 


15,755 


15,755 


21 .3* 


13.2* 


7.7* 


5.51 


4.2* 


3.51 


3.0* 


2.« 


2.7* 


20.01 


12.61 


7.4* 


5.11 


4.01 


3.3* 


2.0l 


2.61 ■ 


2.5* 


10,541 


M;*2i 


15,272 




15,75? 


15,755 


15,755 


15,755 


15,755 


J.465 


1,331 


465 


62 


0 


0 


0 


0 


0 



•« «« Z Z Z ,WM ,5,<w ,ww ,w » — 
». ,^ ' : "* w ,5 ' w "• ?55 — «■» •>•»> — 



2.7* 2.7* 
2.51 2.5* 



51.7* 
6,955 

». : '"" J " ,w ,5 ' TO ,5 - 755 «\ mm 

0 0 0 5,170 

J 1 1 «j 1 i i ^ ^ ^ ,» 

• Of. 14 x - ° ' * * • " 



M - 9 



SMWH CP CtFMT Kia ftK »M\)I>CTl(A. K4J0W 



20* DEFAULTS 



TABLE IV 
t \ 





1952 


1903 




1*5 


19% 


1*7 ' 


19* 


r*9 


1990 


1991 


1972 


19)3 




19)5 


\7h 


VCU>€AT/R: 


100,000 


100,000 


loofaoo 


100,000 


100,000 


100,000 


ioo,ood 


* 100,000 


100,000 


100,000 


100,000 


100,000 


100,000 


ift/.ux) 


100,000 


OMUTIVC 
SNI 1M2PTKN: 


100,000 


200,000* 


300,000 


400,000 


500,000 


t 600,000 


700,000 


uoo.ooe 


900,000 1,000,000 1,100.000 I.AjO.OOO 1,300,000 1,400,000 I.^W.tXX) 


*njo pater 

oo <r fwyicuIwi 


0 


0 


13,609 


52,955 


112,107 


I?l,3j6 


270/05 


349,0 , >4 


429,103 


494,743 


534,743 


554,743 


5M,?43 


5!M 743 


554 743 


CEAW, 01SACULI W 4 
BWHPia OAIV6; 


0 


751 


751 


751 


751* 


75K 


751 


751 




751 


751 


751 


751 


751 


751 


ttfAlU ftJffcV 


0 


3,590 


10,000 


15,000 


20,000 


20,000 


20,000 


20,000 


20,000 


20,000 


20,000 


20,000 


20,000 


20.000 ' 


20,000 


TDIN. CLAIMS: ^ 


0 


4, Ml 


10, w 


15,751 


20,751 


20,751 


20,751 




20.751 


.U75I 


20,751 


20,751 


20,751 


20,751 


20,751 


CLAIM RMtQ: , 


100.0* 


100.0? 


79.0> 




18.5* 


10.6* 




' 5.9* 


4.8* 


"4.2* 


3/7* 


3,7* 




3.7* 


3.7* 


(lAiMfiATtO: 


too.c* 


100.0* 


73,51 


V8.4* 


17.8* 


10.51 


* 7.4$ 


. 5.7* 


4,7* 


4.0* 


3.7* 


3 4 


3.0* 


3.a 


3.t: 


FlTCTVt TClWXMa: 


0 


3,623 


8,942 v , 


I3,'49t 


18,321 


,.19.430 


20,104 


20,500 


20,751 


20,751 


20,751 


20 751 


20,751 


20,751 


20,751 


MET CLA:«I DKNSCs 


0 


718 


1,809 


* 2,260 


2,430 


1,321 


647 


251 


0 


0 


0 


C 


0 


0 


0 


fMWl miBPMCC TCTAIL 
COttl I0OS: 
5* • 10«: 
4**90*: 
l*L*JX t 80*: 


0 
0 
0 
0 


751 • 
0 
0 

2.672 


751 
680 
490 
7,021 


751 
2,643 
1,903 
0,194 


751 
3,605 
4,036 
7,929 


751 
9,568 
6,889 
2,222 


751 
13,530 
5,823 
0 


751 
17,493 
2,Z*i 
0 


751 
20,000 
0 
0 


751 

20,000 
0 
0 


751 
20,000 
. 0 
0 


751 
20,000 
0 
0 


751 

20,000 
0 
0 


751 
20,000 
' 0 
) 


751 
20,000 
0 
0 



rjiAt 



, 10,M4 

2W//*) 



10.M4 

i>r»,5D 

21,')/ 
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, TAMLE I -A 

DEFAULT MODEL DETAIL YOR HYPOTHETICAL PROGRAM 51 DEFAULTS PAGE 1 OF 3 

1*2 1963 1964 1965 1986 1967 1966 1989 1990 1991 1992 1993 1994 199S 1996 1997 

PROGRAM YEAR 1982 7 

VOLUME 100,000 

DD4B 751 

DEFAULTS 696 1,604 1,251 1,251 

VOLUME TO REPAYMENT 17, WO 32,050 25,000 25,000 

PAID IN FULL j 6 , 301 30 ^ 46 2 3,749 23,749 

YEAR-ENO MATURED PAPER ' 16, 301 46,747 70,496 94,245 94,245 94,245 94,245 77,944 47,498 23,749 

PROGRAM YEAR 1913 

VOLUME 100,000 

DM6 . ^ 751 

DEFAULTS 191 1,604 1,251 1,251 

VOLUME TO REPAYMENT 17,950 32,050 25,000 25,000 

PAIO IN FULL *16,301 30,446 23,749 73.749 

YEAR-END MATURED PAPER 16,301 46,747 70,496 94,245 94,245 94,245 94,245 77,944 47,498 23,749 

PROGRAM YEAR 1914 - 
VOLUME 100,000 

751 

DEFAULTS 896 1,604 1,251 1,251 

VOLUME TO REPAYMENT 17,950 32,050 25,000 25,000 

PAID IN FULL 16,301 30 446 23 749 23 749 

YEAR-END MATURED PAPER 16,301 46,747 70,496 94,245 94,245 94,245 94,245 77^944 47^498 23^749 ' 

PROGRAM YEAR 1915 « 

VOLUME 100,000 

«*B 751 

DEFAULTS 198 1,604 1,251 1,251 

VOLUME TO REPAYMENT 17,950 32,050 25,000 25,000 

l!L njtL ' 16,301 30,446 23,749 23,749 

YEAR-END MATURED PAPER 16*301 46,747 70,496 94,245 94,245 94,245 94,245 77,944 47,498 23,749 

PROGRAM YEAR 1986 * 

VOLUME l00 ,000 

DM6 751 

DEFAULTS 198 1,604 1,251 1,251 * ' 

VOLUME TO REPAYMENT i A J 17,950 32,050 25,000 25,000 

«»! m^h, » M J . 16 ' 301 30,446* 23,749 2.1.749 

YEAR-END MATURED PAPER 16,301 46,747 70,496 94,245 94,245 94,245 94,245 77,944 47,498 23,74!) 



ERLC 



DEFAULT MODEL DETA I t FOR HYPOTHETICAL PROGRAM, , 51 DEFAULTS PAGE 2 OF 3 



1*7 

PROGRAM YEAR 1H7 
VOLUME 100,000 
DCti 
DtfAULTS 

VOLUME TO REPAYMENT 
PAID IN FULL 
YEAA-OO MATURED PAPER 

PROGRAM YEAR 19M 
VOLUME 
DM 
DEFAULTS 

VOLUME TO REPAYNCNT 

paid in rua 

\ EAR-DO MATURED PAPER 

PROGRAM YEAR 1919 
VOLUME 
DM 

DEFAULTS 

VOLUME TO REPAYMOTT 
PAID IN FULL 
YEAR-END MATURED PAPER 

"PROGRAM YEAR 1990 
VOLUME 
OMR 

DEFAULTS 

VOLUME TO REPAYMENT 
PAID IN FULL 
YEAR-END MATURED PAPER 

PROGRAM YEAR 1991 

VOLUME 100,000 



1 

19W 


1 MQ 


IMA 

l77V 




1771 


. 1993 1994 


1995 


1996 


1997 


1998 


1999 


751 


i 

J 


* \ 


















* 




I9t 


1,(04 


1,251 


1,251 




















17 


32,050 


25 000 


25,000 






♦ 










23,749 














16 


,301 


30,446 


23,749 






4f ,747 


70 1 496 


94,245 




94,245 


94,245 


77 


,944 


47,491 


23,749 






100,000 




























751 


























c 191 


1,504 


1,251 


1,251 




















17 ,950 


'32 050 


25,000 


25,000 
































16,301 


30,446 


23,749 


23,74" 




16,301 


44,747 


70,49ft 


94,245 


94,245 


94,245 


94 


,245 


77,944 


47,498 


23,749 






100,000 




























751 














r 












198 


1,604 


1,251 


1,251 




















17,950 


32,050 


25,000 


25,000 
































16,301 


30,446 


23,749 






16,301 


46,747 


70,496 


94,245 


94,245 


94 


,245 


94,245 


77,944 


47,498 


23,749 






100,000 




























751 


























198 


1,604 


1,251 


1,251 




















17,950 


32,050 


25,000 


25,000 
































16,301 


30,4-16 








16,301 


46,747 


70,496 


94,245 


94 


,245 


94,245 


94,245 


77,944 


47,498 



2000 2001 2002 



DDI* 7 " 
DEFAULTS 898 1,604 1,251 1,251 

VOLUME TO AEPAYMtHT 17,950 32,050 25,000 25,000 

•aid im full 16,301 30,446 21,744 ?1,7«1'» 

YEAR-END MATURED PAPER 1^01 46,747 70,496 94,245 94,245 94,245 94,245 77,944 47,498 23,749 
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DEFAULT MODEL DETAIL FOR HYPOTHETICAL PROGRAM 5V DEFAULTS PAGE 3 Of 3 

PROGRAM YEAR *992 ^ 1993 1994 1995 l ** ^ 19 " * 9 " 2 °°° 2 ° 01 2 °° 2 20(0 20 °< 2005 200f ' 

VOLUME 100,000 

DW8 751 

DEFAULTS 898 1,604' 1,251 1,251 

VOLUME TO REPAYMWT 17,950 32,050 25,000 25,000 

PAID IN flllX l^j i jq 22 749 23 749 * 

YEAR-WO MATURED PAPER 16,101 46,747 70,496 94,245* 94,24* 94,245 94,245 77,944 47,'498 23*749 

PROGRAM YEAR 1993 

VOLUME 100,000 

DOtB 751 . 

DEFAULTS ^ 898 1,604 1,251 1,251 

VOLUMETO REPAYMENT 17,950 32,050 25,000 25,000 

YEAR-ENd'mATWED PAPER 16,301 46,747 70,496 94,245 94,245 94,245 94,2*5 n',94A ll'.m llfm * h ™ 

PROGRAM YEAR 1994 

VOLUME * 100,000 

D040 v 751 

DEFAULTS 993 1 ^ 1 251 1 251 

VOtU^TO REPAYMQ/T 17,950 32,050 25,'o00 25',00O 

YEAR^D^Wj) PAPER x 16,301 46,747 70,496 94,245 94,245 94,245 94,245^ ll'.m 23/M9 "'^ 

PROGRAM YEAR J 995 

VOLUME 100,000 
DC4B ?51 

^ J 98 l' 60 * 1.251 



V^^TO jlEPAYMWT ,7^50 32,'o50 251000 25^0^ 

YEAR- END MATURED PAPER * 16,301 46,747 70,496 94,245 94,245 94,245 9*,2*5 H.'S! £.«8 M.W 23#W 

" PROGRAM YEAR 1996 #S / I * 4 A 
VOLUME v. ( ! I J \ 1 «1 J 100,000 

DEFAULTS t 898 , m 1 2 01 1,?51 

V^ETO REPAYMENT . - I7 , 9$0 32#OSo 2 5,O00 25,000 

YeV^^RED PAPER ,6,301 46,747 70,496 94,245 94,245 94,245 94,24', Ij'.W ll'.m ll'.W " 



tahu; 1*1 -A 



imm r .^m iutail for iiYi">Tin:ncAt piuxiram 

1932 1983 1984 
1(KJ,000 



PROURAH YEAR 1«8/ 
VOLUME 

note 
DbtAULru 

Vt-UIMC 1" HEPAWENT 
PMD 1M HJLL 

YK/funa) hawked paper 

pwruwi year 1 98) « 
wlukl 

DOlfi 
DEFAULTS 

VOLUME TO REPAYMENT 

PAID IN FULL 

YEAH -END MATURED PAPER 

PROGRAM YEAR 1984 

VOLUME* 

WW 

PIFAUt.TS 

VOlUME TO Rf PAYMENT 
PAID IN FULL 
YEAR-END MAfURED PAPER 

PROfiHAM YLAR 198S 

wan 

DEFAULTS 

5 \ t m 2,500 2,500 
VOUWT TCl HI PARENT 
PAID IN FULL 
YEAR" END MATURED PAPER 

PRCGHAM YEAR 1986 
VOLUME ' 

DOin 

DEFAULTS 

VOLUME TO HEPAYMENT 
PAID IN FULL 
YEAR-END MATURED PAPER 



i<p 



* 751 

1,795 3,205 2,500 
17,95ft 32,050 25,000 

IS, 404 44,249 M,749 
100,000 

751 

1,795 3,205 

17,950 32,050 

25,404 44,249 
* 100,000 

751 
1,795 
17,950 

15,404f 
100,000 



lot OEFAULTS 
1986 1987 

2,500 
25 # UO0 

89,249 89,249 



198B 



1989 



19'jn 1991 



1992 



PAGE 1 OF 3 
1993 1994 1995 



19% 



1997 



15,404 28,845 2?, $00 22,500 
89,249 89,249 73,845 45,000 22,500 



2,50 0 2,500 
25,000 25,000 

15,404 28,845 22,500 2?, 500 

66,7<9 89,249 89,249 89,249 89,249 73,845 45,000 22,500 



3,20 5 2,500 
32,050 25,000 



2,500 
25,000 



15,404 28,845 22,500 22,500 
44,249 66,749 89,249 89,249 89,249 89,249 73,845 45,000 22,500 



1,79* 

17,950 32,0$0 
15,404 44,249 



25,000 25,000 

15,404 28,845 22,500 22,500 
66,749 89,249 89,249 89,249 89,249 73,845 45,000 22,500 



100,000 



751 

1,795 3,?05 2,500 2,500 
17,950 32,050 25,000 25,000 

' 15,404 28,845 22,500 22,500 

15,4(14 44,249 66,749 89,249 89,249 89,249 89,249 73,845 45,000 22,500 



ERLC 
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DEFAULT MODEL DETAIL $>R HYPOTHETICAL PROGRAM 10* DEFAULTS p ACB 2 OF 3 

PROGRAM YEAR 1987 " ^ 1990 ^ *" 3 1995 l99 * 1997 1990 199! > 2 ™° 2001 2W)2 . 

VOLUME 100,000 * 

DO*B 751 j • 5 

DEFAULTS 1,795 3,205 2,500., 2,500 

VOLUME TO REPAYMENT 17,950 32,050 25,000 25,000 

PAID IN FULL 15 28 845 22 500 22 500 

YEAR- END MATURED PAPER 15,404 44,249 66,749 89,249 89,749 89,249 89,249 73,845 45)000 22^500 

PROGRAM YEAR 1988 

VOLUME 100,000 

D040 751 

DEFAULTS 1,795 3,205 2,500 2,500 

VOLUME TO REPAYMENT 17,950 32,050 25,000 25,000 



* PAID IN FULL 



L 



15,404 28,845 22,500 22,500 



YEAR-ENO MATURED PAPER 15,404 44,249 66,749 89 , 249 89 , 249 89 , 24 9 8*249 73,845 45^00 22.500 

PROGRAM YEAR 1989 , 

VOLUME 100,000 

DD4B 1 751 

DFfAULTS 1,795 3,205 2,50p 2 r 500 

VOLUME TO REPAYMENT 17,950 J2>050 25,000 25,000 

PAID IN FULL 15.404 28 fl45 500 95 *nn * 

YEAR-END MATURED PAPER 15,404 44,249 66,749 89,249 89,249 89,249 89,249 73)845 JsioOO i^SOO ' 

PROGRAM YEAR 1990 

VOLUME 100,000 ' 

OMR 751 

DEFAULTS 1(79 5 3, 205 2,500 2,500 

VOUJME TO REPAYMENT ^ 17,950 32,050 25,000 25,000 

Irla ™ ^nmrn * " 15 '<°< 28 ' 84!i 2? ' M0 22,500 

YEAR-END MATURED PAPER 15,404 44,249 66,749 89 , 249 89,24 9 89*,249 89 , 249 ^73/84 5 45,000 22,500 

PROGRAM YEAR 1991 

VOLUME 100,000 

DOtB 751 

DEFAULTS 1,795 3,205 2.500 2,500 

^w^a PAWfWT 1^ 1 17,950 32,050 ?5 '°°° 25,000 

YEAR- END MATURED PAPER " , 15,404 44,249 66,749 89,249 89,249 89,?49 89,149 n.tit llfm 22,m "'^ 



DEFAULT MODEL DETAIL FOR HYPOTHETICAL PROGRAM 

PROGRAM YEAR 1902 
VOLUME 
DOtt 
DEFAULTS 

VOLUME TO REPAYMENT 
PAID IM PULL 
YEAR-DC MATURED PAPER 

PfCQWM YEAR 199^ 
VOLUME 
DDii 
DEFAULTS 
, VOLUME TO REPAYMENT 
PAID IN FULL • 
YEAR- IMP MATURED PAPER 

PROGRAM YEAR 1994 
VOLUME 
DD4B 

DEFAULTS 

VOLUME TO REPAYMENT 
PAID IN FULL 
YEAR- WD MATURED PAPER 

PRUinAM YEAR 1995 
VOLUME 
D04B 

DEFAULTS 

V(rfJUME TO REPAYMENT 
PAlt) IN FULL 
YEAR-END MATURED PAPER 

PROCR/M YEAR \9W 
VOLUME 
">DOiD 
DEFAULTS 

VOLUME TO REPAYMENT 
PAID IN FULL 
YEAR- END MATURED PAPER 



10% DEFAULTS 



1992 1993 


1994 I 


1995* 


* 1996 


1997 


1998 


100,000 

751 
1,795 

* 17,95C 












3,205 


2,500 
25,000 


2,500 
25,000 






15,404 


44,249 


66,749 


•9,249 


19,249 


89,249 


100,000 


751 
1,795 
17,950 


3,205 


2,500 
25,000 


2,500 
25,000 






15,404 


44,249 


66,749 


•9,249 


89,249 




100,000 


751 
1,795 
17,950 


3,205 
32,050 


2,500 
25,000 


2,500 
25,000 






•1S;404 


44,249 


66,749 


•9,249 


^ 




100,000 


751 







1999 2000 2001 2002 



PACE 3 OF J 
2003 2004 2005 



2006 2007 



15,404 28,845 22,500 22,500 



15,404 28,845 22,500 22,500 



15,404 2fiT,845 22,500 22,500 



1,795 
17,950 

15,404 

100,000 



3,205 2,500 
32,050 25,000 

44,249 66,749 



2,500 
25,000 



15,404 28,845 22,500 22,500 
89,249 89,249 89,249 89,249 73,845 45,000 22,500 



1,795 3,205 2,500 2,500' 

17,950 32,050 25,000 25,000 ^ ^ 22#5i|0 

15,404 44,249 66,749 89,249 89,249 89,249 89,249 73,845 45,000 22,500 
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TABLE HI -A 



DEFAULT MODtL DETAIL FOR HYPOTHETICAL PROGRAM 15% DEFAULTS t - pACE } 0f 3 

PMCRAH YEAR 1902 . ^ 1983 ^ ,985 ' 1986 ' 1987 1968 1989 1990 >*» "92 ' 1W3 I?94 1995 W 

VOLUME 100,000 

DD4R 751 • - 

»AUIT5 2,693 4,809 3,751 3,751 * 

VOCUHC^TO* REPAYMENT 17,950 32,050 25,000 25,000 , . y , * 

IKd^EO PAPER > 14,506 41,747 62,996 * 14,245 84,245 84,245 84,245 *<& M "'^ * 

PROGRAM YEAR 1*R3 * 

VOLUME 100,000 

DWB 75! 

DEFAULTS 2,693 4,809 3,751 3,751 

PA^M 1 ^a rAYMDrr 17,950 32,050 25,000 25 '°°° 

YEAR- END MMVRED PAPER H ,506 41,747 ,,62,*>6 84 , 245 84,245 84,245 84,245 ll'.W il'^B ll'.W ^ 

PROGRAM YEAR 1984 , 

VOCUH£ 100,000 



D0*8 



,751 



E^rr^ " ' ^ ^ ™° 

BMH »"« WBfcm 4!.747 «.996 ,4.245 *.24S 84.245 84.245 ,&£ tt.'Sl !!.'n9 ^ 



PROGRAM YEAR 1915 
VOLUME , o0f000 



751 



SrTm AW£w " :!! °° 

YEAR-Dfl) MATURED PAPER I4.S«) 41.747 /2 .99d 84.245 84.245 .84.045 84^245 g$» 4^98 4!.' 2« ^ 

PROGRAM YEAR 1986 * , « 

KEAR-IND MATURED PAPER Mi50S M#J|5 ^ ^ ^ JMg 27.241 H.249 2,, 



OE FAULT MODEL DETAIL FOR HYPOTHETICAL PROGRAM 15% OE FAULTS * J* ACE 2 OF 3 

1987 1988 1989 1990 1991 1992 1093 1994 199$ 1996 1997 1998 1999 >oo 2««1 

PROGRAM YEAR 1987 

VOLUME 100,000 / 

* vDWft 751 I v * 

DEFAULTS 2,693 4,809 3,751 3,751 

VOLUME TO REPAYMENT 17,950 32,050 25,000 25,000 

PAID IN FULL 14 ' W * 27 ' 241 21,249 21,249 

YEAR-END MATURED PAPER 14,506 41,747 62,996 '84,245 84,245 84,245 84,245 69,739 42,498 21,249 

PROGRAM YEAR 1988 ** f * t - ^ 

VOLUME 100,000 

DWB 751 . 

\ DEFAULTS - w 2,693 4,809 3,751 m 3,751 

i VOLUME TO REPAYMENT " 17,950 32,050. 25,000 25,000 

i PAID IN FULL ' M.SOr, 27,241 21.249 21,249 

YEAR-END MATURED PAPER 14,506 41,747 62,996 84,245 84,245 84,745 84,245 69,739 42,498 21,249 

PROGRAM YEAR 1989 * 

VOLUME • 100,000 

WKB . t 751 

• DEFAULTS 2,693 4,809 3,751 3,751 

VOLUME TO REPAYMENT 17,950 32,050 2 5,000 25,000 tJ „ « M - 

paid in ma 14,WG 27,241 21,249 21 » M9 

YEAR-END MATURED PAPER ■ 14,506 41,747 62,996 84,245 84,245 84,245 84,245 6^,739 42,498 21, ?V) * s 
PROGRAM YEAR 1990 

VOLUME 100,000/ m , 

0040 7 S1 

DEFAULTS * 2,693 4,809 3,751 3,751 

VOLUME TO REPAYMENT • . 17.950 32,050 25,000 25,000 

PAID IN NIL 14,506 27,241 / 1,249 ?I,749 

Y>Jw-END MATURED PAPER ° 14,506 41,747 62,996 84,245 84,245 84,245 84,24* 69,739 42,498 21,249 

» ' 0 

PROGRAM YEAR 1991 « 
» VOLUME 100,000 

DOtU 7 51 * * 

DEFAULTS 2,693 4,809 3,751 3,751 4 

VOLUME TO REPAYMENT 1 7 '950 32.0W 25,000 25.000 , 

PAID IN hill 1 4, 5U6 27,241 21,249 21, M * 

YEAR-END MATURED PAPER 14 «^ 41 » 747 * 2,9 * 6 84 » 24 * 84,245 8;,24 " S 84 ' 24 * 69,739 42,4 ' ,B 21,74,1 



9 
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DEFAULT HOOCL DETAIL FOA HYPOTHETICAL PROGRAM 151 DEFAULTS PACE 3 OF 3 

J992 1993 1994 1995 19% 1997 1998 1999 2000 2001 2002" 20.03 2004 2005^ 7006 2007 
PROGRAM YEAR 1992 » 
VTLUC 100,000 
DUtft 751 

DEFAULT^ 2,693 4,809 3,751 3,751 * 

VOLUME TO REPAYMENT 17,950 32,050 25,000 25,000 

PAID IN FULL 14,506 27,241 21,249 21,249 

YEAR- END MTU* ED PAPER 14,506 41,747 62,996 14,245 81,245 84,245 84,245 69,739 42,498 21,249 

PROGRAM YEAR 1991 

VOLUME 100,000 - + 

DOiS 751 

DCFAULTS a 2,693 4,809 3,75L 3,751 

VOLUME TO KPAYMEHT 17,950 32,050 25.000 25,000 

PAID IN FULL 14,506 27,241 21,249 21,249 

YEAR-END MATURED PAPER 14,506 41,747 62,99$ 84,245 14,245 84,245 84,245 69,739 42,496 21,249 

PROGRAM YEAR 1994 

VCUtC 100,000 % 

DM8 751 

CCFAULTS 2,693 4,809 3,751 3,751 

VOLUME TO NEPAYKENT -17,950 32,050 25,000 25,000 

PAID IN FOLL H»506 27,241 21,249 21,249 

YEAR-END MATURED PAPER 14,506 41*747 62,996 84,245 84,245 84,245 84,245 69,739 42,498 21,249 

PROGRAM YEAR 1995 

VOLUME 100,000 

DD4S 751 

DEFAULTS 27193 4,809^ 3,751 3,751 

VOLUME TO REPAYMENT 17,950 32,050 25,000 25,000 

>MDTnFULL ' 1O06 27,241 21,249 21,249 

YEAR- END MATURED PAPER 14,506 11,747 62,996 84,245 84,245 84,245 84,745 69,739 42,498 21,249 

PROGRAM YEAR 1996 

VOWME , % , j ^ 100,000 

DW8 I I - ™ 

DEFAULTS* JL U JL 2,693 4,?09 3,751 3,751 

VOLUME TO REPAYMENT P, ft 50 32,050 25,000 25,000 

PAID IN FUa 14 # S0r> 27,241 21,249 7\ t ?Y) 

YEAR- EM) MATORED PAPER *" 14,506 41,747 62,996 84,245 84,245 84,245 84,245 69,719 42,498 21,24«» 
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DEFAULT MODEL DETAIL FOR HYPOTHETICAL PROGRAM UKKAULTS * PAGE I Of • 



i - - 
1962 1913 4 |964 IM5 |9*6 1967 1916 1989- 1990 1991 1992 1993 1994 

PROGRAM YEAH 1962 , 1 

VOLUHE 100.000 

0041 751 

DEFAULTS 3,590 6,410 5,000 5.000 v 

YOLUME TO REPAYMENT 17,950 32,050 25,000 25,000 

PAID IN FULL 13,609 25,640 20.000 20,000 

YEAN-ENO MATUREO PAPER 13,609 39,249 59,249 79,249 79,249 79,249 79,249 65.640 40,000 20,000 

PROGRAM YEAR 1963 

YOLWC 100,000 

00i8 751 

DEFAULTS 3,590 6,410 5,000 5,000 . 

YOLUME TO REPAtMENT 17,950 32,050 25,000 25,000 

PAID IN TUU ' 13,609 25,640 20,000 20,000 

* / 
YEAR-END NATORCD PAPER ■ 13,609 39,249 59,249 79;24> 79,249 79,249 79,249 65,640 40,000 20,000 
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OUAUIT WQCl DC TAIL FOR HYpOTHf T ICAl PA OC* AM 2iK DEFAULTS 



PACE 2- OF • 



hookah yea* iM4 

VOLIKC 
OOM 

OCFAuUs" 

VaUX TO KPAYtCNl 

PA 10 IN FULL 

YCA**tNO MATUPEO PA«* 



IM4 IMS im )«7 19*1 l«9 1990 1991 1992 1993 1 994 1 993 1996 



100.000.. 



751 



3,590 6,410 5,000 5,000 
17.950 32.050 25,000 25,000 

y 15.609 2 5.440 JM.OOO 20,000 

I5,W9 59,24 9 59.24 9 7 9,24 9 7 9.24 9 7 9.24 9 7 9.24 9 65.64 0 4 0.000 20 . 000 



ERIC 



PKOGAAM YEA* 1M5 
YOlU* 
OOAI 1 
DEFAULTS 

1(X\m tO KPAYMttf 
PAID \H FUU 
YCA^tNO m»U«0 PAP£* 



100,000 



3.590 6.410 5.000 5.000 
17.950 32.050 25.000 25.000 

13,609 25.640 20.000 20.000 
13.609 39,240 59.249 79,249 79^249 19,249 79.249- 65.640 40.000 20,000 



OEfAUlf HQDEl DETAIL fQn M^OTNCIICAI MOGHAM 203 DEFAULTS fACt 5 or • 

I 

1916 1917 IfM 1919 1990 1991 1992 -1993 1994 1999 1996 1997 199$ 

* ' , j 
P*OG»W< YEA* 1916 

VOUK 100.000 

OOiO , 751 

0£FAlM$ 3,590 6,410 5,000 V»0 

VOtWC TO KPAYKNT f 17,950 32,050 '25,000 25,000 / 

PAID IN FULl 13,6^9 25,640 20,000 20,000 

tEAft«ENO *ATU*ED PAW, 13,609 39,24 9 59,249 79,249 79,249 79 » 249 79,249 65,640 40,000 20,000 

• « 

X 

FH0G3AM tEAK \m 

YOtVtt 100.000 

r ' . 

ooia „ 751 - 

DEFAULTS . 3,590 6.«10 5,000 5,000 ^ 

VOLUME TO AEPAYMENT <W,950 32,050 25,000 25.000 

PAID in fULl * 13,609 25,640 20,000 20^000 

TCM*[HO MAtUftEO PAPf * 13.^09 39,249 59,249 79,249 79,?49 79,249 79,249 65, MO 4J.O0O 20,000 ^ 1 
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DEFAUU *QO%l DETAU FOR. HYPOTHETIC At. PROGRAM T)EK,\UMS PAGE 4 OF • 

I9M 1969 1990 199t 1992 1993 I9?4 1995 199ft 1997 * 1998 1999 2000 

PROGRAM YEAR 1941 

YC1U*C ' 100.000 

0M8 ' 751 » 

• r 
DEFAULTS 5,590 6.410 5.000 5»0OQ 

v ** 
VOLUME TO REPAYMENT 17,950 32.050 25.000 25,000 

PfttO IN FUU , , n u >6 c9 25.640 20.000 20.000 

YEAR-EM) MATURED PAPER 13.609 3^,2^9 59,?49 79.249 79,249 79.249 *9.249 65,640 40,000 20.000 

* * 

PROGRAM YE^R* 1 1969 * H 

YOtUME 100.000 

D04B 751 

0EFAW.1S *J,590 6,410 5,000 5.000 

V0tU*< 10 REPAYMENT 17.950 32.050 25,000 25.^00 

1 *\ - \ ' V # 

' ' mn ,N W ^ I J .009 25.640 20.000 20,000 

YEAR-ENO MAlUfilO PAPER 1J.609 P.249 59.241 79, ^49 79 , 24 9 79,249 79.249 65,640 40,000 20,000 
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oefAuiT moou oetaij, for wfothetical program 20s defaults 5 of 

» v * 
v ' 1990 1991 1992 1995 1994 1993 • 1996 1997 1993 1999 2000 2001 2002 

1 * . * * \ 

J * FAQGKAM YEAR 1990 \ 

* 

♦ YOtU* 'W.ooo 

0048 i ■ »» * , 

OCFAU.TS * 6, 410 5,000 5,000 

i 

Y0tU*< TO REPAYMENT 17,950 52,050 25,000 25,000 

pA(0 |N FULl ' . 15,609 25.640 20.000 20.000 

YEAR-EMO MAHJftEO PAPER , 15,609 59,249 59,249 79,249 79,249 79,249 79,249 65,640 40,000 20,000 



PROGRAM YEAR 1991 

VOtWME 100,000 

0048 »' 

I 

"OEFAULTS 5,590 6,410 3,000 5,000 / 



YOtU* TO REPAYMENT ".950 52,050 25,000 25,000 4 

pa,o in rat "• 609 2 f 000 ^ 

Y£AR.CNO MATOREoWr O.600 59,249 59,249 79,249 79.24) 79,249 ^ > 65,640 40,000 20.000 



MHIffifflTHU , < U I* JL 0 0 



•i mult moojl octail ton hypothetical program aox nr. faults 



page t> or 



PROGRAM YEAR 1992 
WURRV ' 
DOW 

orrAuiTS 

VOLUME TO Rf PAYMENT 

paio in rat 

YCAR-CND MATUREO PAPER 

PROGRAM YEAR 19*3 

VOLUME 

DOM 

Dermis 

YCtlPC TO REPAYMENT 

PAIO IN PULL 

YfAR»CNO MATURED PAPER 



rm im \fu 1993 \m mi \*n i»w 2000 2001 2002 2003 2001 



100,000 



7)1 



3,990 1,410 '5,000 5,000 
17,950 32,0)0 23,000 23,000 

13,109 23,640 20,000 20,000 

13,(09 39,249 39,249 79>,249 79,249 *79,249 79,249 93,040 40,000 20,000 



100,000 



731 



3,390 6,410 3,000 3,000 
17,930 32,030 23.000 23,000 

13,609 23/j4 0 20,000 20,000 

13.609 39,249 39,249 79.249 79 , 24 9 7 9,249 7 9 , 249 05.M0 40,000 20,000 
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• 












$ 


> 




1994 199) 1994 


1997 


1991 1999 


2000 


2001 


2002 


2005 


2004 


2005 * 2006 




PAOCRAM UAA 1994 
























100.000 


% 












• 






0040 


751 




















DtFAUJS 


3.590 4,410 


5,000 


5,000 




* 




* 








VOLUME TO R£PAYN{Nl 


17, WO 32.0)0 


25. 000 


25.000 








- 








PAID IN FUU 












13.609 


25,640 


20,000 


20,000 




YCM-ENO MATUnp PAPER 


13,609 39,249 


59,2*9 


79,249 79.249 


79.249 


79.249 


65,640 


40,000 


20,000 




S3 


PWCAAM YEAR 199) 








\ 














vou»c 


100,000 




















oo4a 


731 




















defaults 


S.590 


6,410 


5,000 5,000 


j 














VOLUMt TO WPAYHCNI 


17,9)0 


32,0)0 


25,000 25,000 










• 






paid in fin 












* 


13,609 


25,640 


20,000 70,000 




ttAft-tNO ^tOPCO PAPCft 

\ 


13,609 


59,249 


59,240 79,249 


79,?49 


79.249 


79,249 


65,640 


40,000 


20.000 
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DEFAULT MODEL DETAIL FOR HYPOTHETICAL PROGRAM 20% DKKAW.TS PAGE 8 Of 8 

1996 1997 1996 1999 2000 2001 2002 2003 2004 200$ 200& 2007 2000 

PROGRAM YEAR 1996 

VOLUME v 100,000 **» , 

D0&8 751 • * 

OEFAULTS 4 3,590 6,410 5,000 5,000 

V0LUM6 -TO REPAYMENT 17,950 32,05^ 25,000 25,000 



PAID IN" FULL 13,609 25,640 20,000 20,000 

YEAR-END MATURED PAPER 13*609 39,249 59,249 79,249 79,249 79,249 79,249 65,640 40,000 20,000 
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Quest tuns Hi rlui r<l Hawk Ton t Irion y 



1. O, As a priority you list low cost loans to students last, While 
that may be a reasonable priority from the perspoct i vo of the 
Guar an too Agencies, It isn't from the perspective of tho U.S. 
Congress. Tho whole purpose of the GSI. program is to provide low 
tost loans I ean agree that higher cost loans aro preferable tiian 
no loan awttlahtlttv but i ha\e diftuolu tanking program simpt ic I ly 
and incentives foi pi ogr«tm opei at Hon abuvi siuduni need. Do ton 
care to common t'> 

A. The reason (or i ankttig " aceoun tabU i t v and incentives for .sound 
program operation higher, than low cost to"users of the ptogram" i.s 
the boiler that sacrificing accountuhi 1 i t y and .sound operation as 
ah expediency in order to keep the cost to the user low i.s self- 
defeating in leims of the long-range viability of the program. 
Praette.es which could lead to inordinatolv high de fault rales or 
failure of some guarantee agencies to bo able to meet i lalms 
obi lira t ions ton Id create the kind of irises leading not onlv to tin 
collapse of the prom am but also to sufficiently negative altitudes 
toward loans to students that the very existence of loans as a 
mechanism loi fwiant tug postset ond.tr> education could bo tiireatened. 
This clearly would not .bo in tin* long-flange Interest of students. 

A 

The tanking ot program simplicity" was viewed in a similar context. 
The dtfli'tetitc in that Die progiam ultimatolv could simpl\ collapse 
uudet the wr tuhl of the additional iwniplcMlv wlneh seems to lie 
introduced each tone that the Congress a* Us to reduce program eost . 

It should be noted that the testimony states that, "this < r it er ion 

must be applied with caution because* simplicity just for the sake 
of stmplliitv ts not nearly so important as meeting needs." The 
testimem coneludes the discuss tint ui Hits criterion with the state- 
ment that, additional tomplcxltv might be preferable to moi< simple 
solutions which deny access to loans." 

It should be noted that tnoi easing the tost to the student is not 
desirable from the perspective of guarantee agencies. Tost 
im reases to t ■ hoi rower always impact the debt burden as tomp.iled 
with benefits to the student, imtcaslng the potential lor default 
and increasing risk to the guarantee agency. 

llje fart in t iial t lie ^Congress demonstrated a proponsitv last session 
both to reduce loan fund availability through imposition oj the 
expected laiatlv toiilrthulton and to increase co.^ts siibstantiail\ U\ 
raiding the tnteiest rate from 7^ to 9'J and imposing a .V* origina- 
tion fee. (ll\en a demonstrated incilnatioi to both redut e volume 
and also Increase user costs, it seem.-, appropriate to address 
attention to relative pitortiics, even though wcj oppose anv leduc- 
timiti In tlie program. The el fee I of the priority i auk Hit** presented 
tn the testimony is to sav that, if Ihr Congress deems that iederal 
expenditures (oi loans must be curtailed, it is pioforahlc to 
picseive siioit-teim loan avatlaiuttiv ami long-term piogiam viability 
than to destiov Hie usefulness o| the projriatu in met lint- stutlent 
tieids bv attempting to keep the pi ice to the student low. tn oth<l 
word-*, tt is belter to have a viable progiam undei which loans fire 
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: l I 11 ( \ 1 ^ PrUo than to hnvc a program uiuloi which the price ' 
would bo low if tfte student could find a loan, but probably cannot 
or a program under which the long-term availability of loans Is 
severely threatened, even though the prtco is low. 

Q. Alternative I seems to have Us greatest potential for the 
Guarantee Agencies if there is a high default rate. Many changes 
in the law and in the borrowing: characteristics on the part of 
students indicate that a high default rate may become a reality. Do 
you feel that such characteristics us— 

♦increased GSI. borrowing b> low Income students to compensate 

for loss of monies from Poll Grants, 

•allowances for graduate aud independent students under the 
auxiliary loan program, and * ' 

•payment of interest while in school bv students borrowing 
under the auxiliary program 
may lead to higher default rates? 

A. That guarantee agencies would fare better with adoption of the 
proposed change in reinsurance with a high default rate is question- 
able As demonstrated in the enclosed paper, titled. "An Analysis 
of Reinsurance and Federal Cost lor Student Loans," the current 
reinsurance arrangement is more favorable to guarantee aponehw, o\oii 
when 20% of loan volume goes into default. At <1(V*. guarantee 
agencies probablx would be better ol f with the existing reinsurance 
arrangement, except Uiat most guarantee agencies would not have 
surncient reserves to manage the deiault rate, or to honor claim*, 
at such a lUgh lo\el of defaults under the existing rotnsuianeo 
formula, anyway. / 



The relationship between borrowing bv low income students and 
defaults ts not direct, because repayment of student loans occurs 
after completion of the education when the student's income stream 
and potential for repayment rolloit the advantage of the education. 
Mc field of study selected by a student has more to do with the 
student's capaultv to repay a loan at the completion ol the educa- 
tion than does the income of the student's parents at the lime the 
education is pursued. 

Borrowing b> graduate students and independent students undei the 
auxiliary loan program clearly does have the potential' to increase 
defaults because of the combination of increases >n total debt and 
higher interest rates. Similarly, payment oi interest bv the 
borrower while in school increases the potential for default. 

The reality is that the program probably cannot survive if the 
default rate becomes high enough for guarantee agencies to fare 
better under the proposed reinsurance arrangement than the exist ine 
reinsurance arrangement. 

?' ^J5 n t tlu> fact that il •tefault rate of 12% or higl/\ qualifies 
Tor 100„ coverage from the federal government sorv^ as/dlYinccntive 
for guarantee agencies to exercise diligence in maintalnii\: low 
default rates? x 1 



* 
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A, Although tlu» immediate eeoiiomtt tnicutt\o for guarantee agencies • 
to maintain low default i silos mm lit disappear when tin; default rati' 
exceeds 12 the proposed roinsui ante uii alignment piovidcs a much 
stronger incentive Tor the guurantee agency to attempt to keep the 
default rate under 12y». Moreover, guarantee agency personnel are 
perceptive enough to recognize that a" do fault late which continues 
to rise beyond 12* would threaten ton tinned existence of the prom am. 
If survival of the program is not an adequate incentive for guaiantee 
agencies to exen Ise diligence with respei 1 to defaults, t lie amount 
of incentive piovlded under the existing reJnsurance arrangement 
clearly is Inadequate. 

q. Won't tlu» elimination of the administrative cost allowance 
cause a hardship for newer guarantee, agencies? 

A. The administrative cost allowance would b« N loss Important -for 
new guarantee agencies under the proposed reinsurance arrangement 
than it is now because the proposal would permit generation ol 
adequate revenues to meet guarantee agency costs without the 
administrative cost allowance. The value oi the administrative tost 
allowance Is somewhat questionable for tivo reasons. First of all. 
the availability of the allowance is uncertain and cannot he 
depended upon but as a source of funds in constructing a guarantee 
agency budget. The administrative cost allowance is subject to tin 
appioprt.it ions piocess and. even if funds aie appropriated, pas meal 
ol the allowance Is at the discretion of the Administi alien . Second, 
the administi ative cost allowance ultimately Is paid so late that 11 
is not useful foi meeting cash flow needs within the year for which 
it is paid. \ 

In spite of the limited usefulness of the administrative cost allow- 
ance, manv guarantee agencies weie established on the assumption 
that such a subsidy would be available and continuation of the 
administrative cost, allowance for at least the ftist five years of 
each guarantee agency would be desirable. 

Q. Would a variable academic cost allowance rate allowing higher 
payments to newer guarantee agencies be more equitable? 

A. A variable administrative cost allowance, providing higher 
payments to newer, and lower payments to older guarantee agencies 
might very well be more equitable. In spite of an effort to 
conduct some analyses and to view this question from several 
perspectives, no definitive conclusion Ijas been reached with 
respect to this question. 



0, Since the origination fee address a dlllereut problem than the 
lest ruct urtng of the reinsurance formula oi tin* elimination ol tin 
administrative cost allowance is tt not possible that a hetlei 
alternative lor the federal government mm Id be to modity both 
rather than eliminate either one entirely 9 
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A. Clearly, modifying both the* oi ml nation Too and the aclml nlst t'a- 
tlvo cost allowance could be at i ompl I shed 'In some comb 1 mi L inn. 
Indeed, a large number of possible t tjtnh) na t i 011^ uf act tons with 
respect to the various program components could lw developed In an 
effort to distribute expenditure reductions across the several 
components of the program. 

Q. While you have staled I hat higher cost loans to students at 
better than no loan availability aren't >ou concerned that the inn It 
cost of loans will make them unattractive to student s -oi will lesult 
in Increasing defaults because ol the inability ol students to repay 
at the resulting increased rate? 

A | Ideally, the Congress should seek to preserve both low cost to 
the student and general loan aval labi 1 i t\ . As stated in the test I - 
roonv to the CommlU**u. "current and projected expenditures for the 
Program as presently stiuctured represent a prudent Investment in 
this nation's youth and the future contributions to the society and 
the ecpnom.v from those who are assisted by the Pi obtain wilt multiply 
the return on this investment tlmo ami tine again." The testimony 
also suggests that, "attention to reduction of expenditures would 
seem appropriate onlv in view of a compelling force which requires 
curtailment of both providing individual opportunities lor the 
nation's south and developing the natlun's human resources. M 

If the Confess should decide that achievement oi the ideal is not 
realistic and that there is a compelling force which requiios thai 
providing individual opportunity and developing the nation's human 
resources must be curtailed, then a lesser of evils must be 
selected, This 4 of course, is the ion text for the assertion that < 
having loans available at sumo price is better than eliminating 
loan aval labt 1 i ty . 

It is not intended to imply that increasing the cost ol loans is 
desirable*, and this is not intended to imply that no negative 
consequences are associated with increases in the cost. 

There is a point at which the prtee to the student would In- 
sufficient It high as to dt scour. me utilization of loans in tui.tnelng 
postserondai v education and to make the cost "of I lie oppoituiiitv 
excessive. Cu veil the factors that (1) the interest, rate on student 
loans is present ly well below market rates and (2) the i lie lease in 
the interest rale to Or did not appear to have an nppic liable 
negative effect on the. demand for loans, the cur ion I cost to the 
student seems to be below the ca>st level which umild c.uim* the u^i 
to be more ctllWal than availability, if that choice must be mad- . 

*■ i 

Increases in the debt buiden would have the potential for increasing 
defaults'. On the other hand, making postsecondarv educ.it tou 
economical l.v accessible is too import an t to eliminate loan aval li- 
ability because some borrowers will not he able to repa\ loans. 

In Alternative II >ou advocate increasing the interest rale on 
student loans to 11" and establishing a special allowance ol V , 
How do you establish that 4" rate with fluctuating interest rates 
"1TK«^ko~I iTi\ 7 e <i o o it - trr t hc v "~tn sr f r w yrars^ — - 



* 
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A. Alternative II *us not presented to "advocate" increasing the 
tn lures t rate on student loans to 1 4* and establishing a special 
allowance of 4%. Hat her, the Alternative was presented to provide" 
% mechanism tor consideration if the Congress determines that the 
cost of the special allowance, whieh is the largest single cost of 
the CSLP, is greater than the federal government can afford. The 
wav in whfch the 4% flat special allowance rate can ho established 
with fluctuating interest rates Is by increasing the rale at which t 
the student pays Interest to 14% and permitting the cost of interest 
to the student t*> fluctuate \vt I h market interest rates by causing 
r a portion of the standard special allowance to be applied to 

principal reduction, rather than to interest, with the amount 
applied to principal reduction based on prevailing 91-da> Trcasmy 
rate. The e fleet of the proposal would be to transfer the risk 
aVd associated cost of fluctuating rates from the federal novo rnmen I 
primarily to the borrower and partially 16 the lender. 

9. ' Q. If interest rate* rise above 18% or drop below 14% won't there 

be difficulties in finding lenders? 
• p * 

A, The* 18*; limitation on yield ^o the lender obviously would be a 
disincentive jto the lender when prevailing interest rates exceed 
18%. On U»e other hand, the lender would gain the benefit of an 
increase in the minimum return on a student loan from 91* to 141. 

* In addition, the proposal would increase the yield to the lender 
from T-Iiill plus 3-1/2% to T-Blll plus 4%. The expectation is that 
the eohihinnt ion of the higher minimum and the increased y,leld spnad 
would be sufficient compensal Ing factors lo nuke .student loans an 

_ a Jcept a hie i u ves: tmon I f or 1 end c r s , even w J t h t he \S% jce . ^ 

10. Q. Is it possible that the amount of recomputation necessary lo 
wake the amortization of the borrower's principal amount when 
interest rates are either above 18% or below 14% might prove to be 
too costly for many lenders'' v ^ 

* A. Every 'axldit tonal complexity in the program adds to the cost of 
**thc lender and serves as a distneentive for participation in the 

program. Accordingly ,. continuation of the present interest r.ilc 
and specta.1 allowance arrangement is preferable to the change urhiili 
Ik .presented as a possible course of action, only if the Congress 
determines that the costs of the Program to the federal government 
✓ as presently structured are beyond the capacity of the federal 

government. • 

11. Have you given any consideration to the effect 14% interest rales 
for students might/ have on default rules? 

A. Any increase in cost to the student could lead \o higher default 
rates/ Similarly, a decrease in the interest rale could help in 

* keeping default rates low. Unfortunately, estimating the increased 
cosl to the N fcdoral government for defaults due to higher interest 
rates, and reductions in the cost to the federal government for 

- * ' defaults due lo reductions In the .Inleresl rale is cMr<>fnct\ 

*o" difficult.* Nonetheless, it seems reasonable to assume that reduclnu: 
,the interest rate ubuld be advantageous both* Tor slimulal ing loan 
utilization and for facilitating loan repayments.* 
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Q. Alternative 111 assumes that i Jit same student* ate served l»v 
Pell Grants and GSLs, This was tu vcr the intent of the Vongres^ 
Wouldn't this alternative alte< t(ie vet\ nature of each of these 
programs and lack sensitivity to the needs ol students in bothy 

A* Alternative III obviously is an extreme measure. Hopefully, 
circumstances are not so crilic.it as to icquirc measures so evticmc. 
Clearly, grants which lelieve the student u( postsocoudai v education 

expense .U'(» more advant ageous to I he studuil tJ T.m,::., whiwi simply 

permit the Htudent to drier tin* expense of postsocond.uv education* 
Given the importance of education in a I roe society, a good ea.so 
could b.? undo for having the fedeial government bear a portion ol 
the cost, perhaps the amount of tuition, for all students. The 
t*>suo is not whether or not grants are desirable for the entire 
post^secondarv education period. Rather, Alternative 111 is Intended 
li» address ways in which the fedeial Investment in post secondary 
education ian 1k* maximized if the Congiess determines that suppoi t 
for students must be severely curtailed. 

Q. What criterion woulo you use foi eligibility under M (ernal Ive 
III — current Pell Grant need analysis 01 the r,Sl, needs analyst*" 

A. Although there clearly is some relationship between cm stunt 
Heeds anal \ si > .%vst'*ms and the relative diffieult\ ivhuh individual 
"tuuVftls and their parents may have in providing funds to meet 
educational costs, the neods analysis systems a»e probalilv more 
effective in caos.ng a limited number of dollars to be distwhutod 
on a Mtfuctihat equitable nasi* or in limiting the .mount of fedeial 
< \|H mil tin e*» requirwl in an entitlement program. Accordingly. Hie 
need analysis system selected for use probably would have to depend 
on the amount of funds which the federal government cm provide in 
support i ng st uclcn ts . 

Q, It is understood that in mam <. ases it is the parents of >lud<«nl 
who suit making the initial repayments of loans until the student 
is adequately employed to assume the responsi hi J i I v . Wouldn't 
forcing verj low incone students (those ourrentlv covered bv Pe 1 1 
Grants) into bow owing under oSL result in int leased detail It tales 
because these students cannot rely upon family lesources for 
Initial repayments'* 

A. If the Intent of the Guaranteed Student Loan Piogram is to 
depend on parents for loan repayments in oidei to keep defaults low, 
the structure of the Program probablv needs to be re lined. Under 
the present structure, no attention ordinarily is t;i\en to either 
the capacity oi the willingness of parents to pat tuip.iie in loan 
repayments. If the intent is to mal.e loans available to students 
whose parents are willing and able to contribute to repayment, 
the parent probabl> should be required to co-sign the note and 
some assessment of the liKelv capacity of the parent to repav should 
be accomplished at the time of loan origination. The previous 
prohibition against collection of family financial information in 
the origination of loans presumably was intended to pret lude the 
lender from discriminating among students according to family 
financial 1 i rcumstances in originating loans. The cuirent practice 
of collecting Jamil y financial information only when the adjusted 
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gross income r.vi'ijv ^30,000 pei um, ami the automatic cliuibliiiv 
for student.-* he low $30.00*1 V( ( u , would seem inconsistent with 
any intent to preclude' borrowing by lower income students or to 
depend on repayment by parents. 

Q. How do you propose that very low income students could over 
aff >rd lin subsidized lo.uis? Wouldn't youi proposal lead students 
to go through 3 vears- of school but then 1 ind themselves unable to 
go the fourth year? 

A, The proposed arrangement would haw* no direct negative impact 
on the ability of the student to meet postsccoiidai v education costs 
in the fourth year, due to the arrangement tor discounting interest 
and increasing the amount* which the student' is eligible to borrow, 
Accordingly, access to the fourth year would, not be denied. 

On the other hand, discounting of th< interest foi the fourth year 
would cuu-^e an ine roast in the amount of debt to be repaid after 
completion of postsecondary education. 

Q* . 1)1 testimony last week Di . lidwaid hlmendoif, the llcputv Assistant 
Secretary for Student Financial Assistance stated that he re It the 
Department of Education had provided mon than adequate binding to 
guarantee agencies to pay their operating costs, build resources 
and x » . ( ipies t ion incomplete) 

\. Although other guarantee agencies might cltsiigicc, tue 
only fedtial subsidy absolutely neeessaij for mm ran tee acetic tes in 
the retiiMuniue. Although those guarantee agencies which did not 
receive federal reserve advances made availahle in 1905 ma.v not 
he as comfortable as those which did receive the advances, those 
without, nunc the less, haveCbeen able to operate effectively. 
Although the administrative cost allowance has been useful' in 
strengthening guarantee agency pot formanee. availability or the 
adnunist rat i m> cost a 1 luwant'e is advantageous as. an enhancement, 
rather than neeessarv as a condition for minimal viability ol a 
guarantee agency. 
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SLUCTKD QUESTIONS tuNtT.hNlNi.i i«Si, .sAWNt.S PM)PObAf.i> uMTLINhD 1!< 
TESTIMONY OK HICHAM) HAWK , FliBHUAItY 2, 1982 



fa* insurance Proposal 

1. Q. If the I sclera) Government woie to assume 100 pcicent rosponsi- 
l>ilit\ fur SLale Guarantee Agcnc\ defaults when Ibis do fault rate 
was 12 portent er more, 'what Inccntncs would State Guarantee 
Agencies have to keep defaults low, especially It this rato was 

12 percent or g run tor? 

A, In addition to the general .concern over lie *ig recognised as a 
"high default" guarantee agency, and the fear of loss of the con t tart 
wtth tho Secretary of Kducattoit for uius.il ts factor v porfuimaiico. the* 
economic incentive for the guarantee agency to keep defaults low- 
under tin* proposed arrangement ts that the guuiajitco r.gencv would 
e\pet tencc a finniu in 1 loss for each default until the default rale 
exceeds 12?. Accordingly, so l«ng as the default does not exceed 
12?, any potential default averted vlelds a saving* for the guarantee 
a gene v. Moreover, the proposed formula has the effect of an 
increased savings or economic rcwaid to the gu.uantec agency as the 
default rale gets lower. Because the full cost of the 1 1 rsl 5«; ol 
defaults uould be burnt 1 entire!* In the guarantee ngom v , the agency 
would have a strung incentive to keep tho default rate well under 
, If possible. 

Although it K true that the economic tn< entiw to keep dolault 
rate-* low disappears when the rati* un a pott folio exceeds 12 f <» the 
reality J. that a 12'? rate is sufficiently high to stimulate a strung 
desire on the part of guarantee ag» ncv personnel to demunstiate that 
o\er\ reasonable effort ts being made to avert defaults. In the - 
absent* o| (» nnoriK condition.** w-huh general l\ preelude repavmeiit of 
guaranteed student loans, a default ra*te which continues to rise 
hctond 12^ would lie sufficient to call into question the pra< t tecs 
of the guarantee agenc\ . Fear of reprisals fur unsatisfactory per- 
formance ought to he adequate motivation for seeking lo curtail 
defaults beyond the 12* rate. 

The advantage of the proposed reinsurance arrangement over l he 
exi^i 4 M g arrangement is that the e-conomii incentive under One 
f ptesent at rangement become?, operative onl\ after the default late 
Is teluitwh high. Under the proposed roiiisiuame at rangement the 
economu tnttntive ts to perform effectively bcfoie the late gets high. 

2. Q. un p.u* 7 ol vout Uslimonv vou suggest changing the denomina- 
tion ul the 'default rate" from "...the dollar amount of defaults/ 
(ompaied/ the dollar amount of the original principal of all 
outstanding loans in repayment" to a relationship l» 'ween "... 

i l.ums paid to Hie original principal amount of It ans oi tgtnated in 
the vear in uhtth the non-ropai d loan was originated..." 

a. Pre* iselv what dots this suggested t hange entail (perhaps 

a » ast< siudv illustration contrast lug the two methods would 

be helpful )? 
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is influenced not only by thv volume of loans which go into 
default in any year, but also oy the volume of loan.s which 
happen to be already in repayment at that time. This is why 
100% reinsurance for the first 5 years of operation of a , 
guarantee «*gency is essential under the present reinsurance 
arrangement. Assuming an equal number of loans going into re- 
payment each year, and assuming an equal percentage of defaults 
at the time loans go into repayment, tiie default rate under the 
present arrangement will be lower in the si Nth year than in the 
first year. This is true, not because of any change in the rate 
at which loans default (the percentage has been held constant 
each year), but rather because the volume ui loarrs in repayment 
has been increased* simply by more years of operation. 

The impact of the volume of loans in repayment on the default 
rate under the present reinsurance arrangement is demons t i a ted 
m^the case study presented in Tables I through IV and the 
supporting detail for these tables in the enclosed "Analysts 
of Reinsurance and Federal Cost for Student Loans'. These tables 
present the same information for a different percentage of loans 
originated in each year going into default over the life of those 
loans. The \olume of loans originated has been held constant at 
$100 mi Hum for each year and the behavior of the portfolio 
with respect to such factors as when loans aro converted to 
repayment and when defaults occur also has been held constant. 

With GV of the volume of loans originated each year goinx into 
default as presented in Table I, the annual default rate under 
the present formula, which is identified in the table as the 
Net Claim Ratio, declines from 2.2% in the sixth year of the 
program (1087), the first year for which the automatic 100'* 
reimbursement would not be m- effect, to .8% in the 11th vear 
(1992), and will remain at .8% forever unless there is a i hange 
in either the proportion loans originated which go into 
default or a change in the characteristics of a portfolio 
(volume, number of veais in school, years in which defaults 
occur, ete.). 

Under the Pi default model presented in Table I. the federal 
government bears the full cost of defaults because the annual 
rate calculated under the present rcinsuiance arrange men 1 
never exceeds after the fifth year. Bcgtnninc with the fifth 
year, the annual cost to the federal government per S100 mi i 1 ton 
of loan volume is $0,755,000. • * 

In contrast, the annual cost to the fedeial govei nmont , under 
the proposed l endurance arrangement would be onU $751,000 per 
$100 million ot loan volume. Were it not for an assumed 3/4 of 
VI rate of claims due to death, disability and bankruptcy, the 
cost to the federal government umle r the proposed formula at 
the 5% rate would, of course, be zero. 

In summary, it is the combination of (1) calculating an annual 
default rate b> comparing defaults in a vear with loans in re- 
payment in a >e«ir, and (2) the existing re insurance formula 
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which causes the IioiTh allure ol all (Uaims costs to fall on 
the federal government. 

b. What is the rationale for this suggested change? 

A. The rationale for the suggested change is that the new 
arrangement would provide a clearer picture of the default 
situation because the default rate for each portfolio would 
not be affected by loans already in repayment rroin previous 
portfolios. Moreover, placing more of. the . financial burden 
for defaults on the guarantee* agency (by, for example, having 
the agency bear the full cost of the first 5$ of loans) would 
not be practical under the current reinsurance arrangement 
because , undor the current arrangement, whoever is responsible 
for the first 51 of defaults in each year must bear virtually 
all default costs, even if S20 of every .$100 in loans goes into 
default. The reserves required for lenders to accept the 
guarantee of guarantee agencies given that condition would be 
greater than feasible. 

c. Would this suggested change generally result in a lower 
default rate than the present calculation? 

A. The proposed change which would cause defaults to be vicw<»» 
as a percentage of all loans originated in a year, would result 
in a substantial I v higher default rate than the rate derived by 
comparing loans which, default in a year with loans in repi\monl 
in a year. This is vividly demons tra tec 1 by Table IV oi the 
enclosed analysis, which shows the default r.*to over timo imJou- 
lated under the present formula, based on a constant S100 million 
per year with 20^ of loans originated in each \ear defaulting 
during the life of each portfolio. Under the proposed method, 
the default rate Tor each portfolio would be 20%. As demons- 
trated by Table IV, the annual default rate (which is identified 
as the Nfel Claims Ratio in the table) under the existing method 
drops below :>0<7 in the fifth vear (1980). and continues to 
decline to 3.67 in the 12th vear. at which it will remain 
forever unless there is some change in volume or loan portloJio 
eh a rue tor ist i cs . 

Thus, it can be seen that, if the volume and other character ist ics 
do not change, a default rate of 20 r * under the proposed method 
ultimately translates into an annual do fault rate or 3,0'* under 
the current method. 

d. Under what default assumptions would tins suggested change* 
save reinsurance costs for the Federal Government ju the 
years ahead? 

A. The suggested change would cause reins since savings for the 
federal government at all reasonably anticipated true dolault 
rates, even in excess of 20^, given constant nitaual volume . 
Uased on I he model utilised in enclosed analysis, cumulative 
savings to the federal government over the next 12 years would 
be ?f> billion if defaults equaled 5" ol loans originated and 
annual volume we re a constant <$H billion? If defaults equaled 
20? the savings « <»r 12 Ve»;rs at $8, hi II inn annual loan volume 
won M ho $<> hi 1 1 ton . 



6\, 



9 

ERIC 



166 



I}, Assuming uuh nt *»i>t \oliwu fot tin State <>1 Kansas, what tumid 
be the comparable rodctal «»d,jSt,u« <«tu t antyn* ^ Auy tu \ unroimluii *a'il 
outlaws undet the current, and tin* pi ojTusotf tvl tisufatiee programs, ti 
the default rale were— 5 1 ? , 10$. 15%. 20'*? 

A. Because the fiscal 1081 volume in Kansas was Just over S100 
rul I ion. I he oMimntes pro\1dcd in the enclosed paper, til let! "An 
Analysis »t Uoinsuratno and IVdetal lost f*»t Stud out l<oafls H provid* 
a reasonable indication ot fcdtiul and ^uarniiirt .w <mh \ unieijnbui *»ed 
out lavs under the two reinsut aim at tan^emcm s . when mul t ipl ted \ty 
a lactor of one-hundred. 

Q. Under what * 1 reumstuinos would a £>t .it < (Iu.imiUu A^encv "ntake 
more" or "lose more ' money undet vour tc insurance ptoposal when 
compared with the current reinsurance program? 

A, It is difficult to conceive oi a ( i rcumsl a nee in winch a 
guarantee a^eiu> would make more' undet. tin* ptoposod re t iimumucc 
nriMtigemeii t as compared with the existing arrangement o\er lime. 
Because the existing fornutla is influciuod so heavtlx In t In numbei 
of loans which uiv in lopnunenl in a vear, U Is possible thai 
extreme fluctuations in annual \olume ton id cieule a btiol tempoiaiv 
situation in tvhich .t guarantee a*;onc> would make more" under the 
ptopohed loimula than under the existing; formula. 

As demount luteal bv (he data in the enclosed analvsis, (he £uaraiin< 
auencv cWoalv comes out bettor undei tlu exist me reinsurance 
tormula with more than 20% of loan \olume in d< lault The ^uarautw 
ag< m v »;«ueiailx would fare belter undet the ptoposed ar ratu;omi at 
i»nt\ in the oven I o{ a complete dt-.astei with respect to loan te- 
pavmniilx, and this is as 11 should be. The purpose of fedora! 
reinsurance should be pi marl 1\ to provide piotcttioh tn tin event 
of a df/ isler, 

K}. wh » tumid be the effects «>f ihanutm: the c\tstini< tc insurance 
and reimbursement proj»i am--to modi f\ the exist inn Kedeial r* i inbur seg- 
ment rale, oi to continue (he exist tim ivi nsut mice pi on tarn, but 
reduce ho administratis* msi allowaiue paid to t'uar\uiiec a 'emits 
I or nunc \earv in (\tstomc to 1/2 per* out 9 (Those cslnblt>hcd 
less than I >ears would continue at 1 percent.) 

A, Preserving the present method n| <al<uiatinu the default late 
fc»r pur|»us*»s ot i cimbutsemont » aud changing the i< imbutscmuit iate 
lo 100/ through :r of defaults 00'^ from 3-8'; of di I at It s and 80% 
■U:.oa.DrlU0:r x»x delimits vwntid. haw- reJ an^tv, l.i.i, HQ ,.o I I <\et o n j he 
tedeial cost fur reinsut ance so loitu rfs not mon than 15" <»l loan 
\olume goes into default As demon »t rat eel bv 'I ah If IV In the 
enclosed analvsis, the annual del null rati- (Net claims Hat m») lr\els 
off at 3-0'* when the true default rate is 20^ and volume and other 
port I olio character ml ies* are held con si an I. 

Ih du« mik ihe administrative <ost allowance paid to ruaiaittco uponi tes 
t«>ur mote soars in existence »o 1 !2" would, ol * out se. a< lueVi 
.i xavtte^ tnuat to \/2 of l r . ol t h«> annual volum* uru'inaWd tn sin It 
isujii. uiti<o agencies. This should not imr>iit the pr.»uian >erioiislv. 
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Special Allo wance Pi epos ul 

6. Q, You propose to change the student lo.tn hit ei est i,ttc irom <) 
percent to 14 percent and establish a fixed special allowance rat*' 
of 4 percent, with a variable share of tins special allowance pay- 
ment t*» bo applied ns an "additional pa. men t" towards loan principal 
when market interest rates fluctuate between H percent and 18 per- 
cent. IHh.it consideration have \ou gi\eii t< the possibilitv of 
higher defaults as college K radua,.v> face subs taut ial Iv higher 
repayment costs'* 

\. The proposed change piovldlng a ft \<-«l special allowance of 4«» 
would result in a higher average debt burden for students \nv 
change which hie leases the debt but den, }vhcihci u simple inoioaso in 
infeiest or an increase in the amount which the student mav borrow, 
has the potential of causing more defaults and, therefore, has sone 
disadvantages The change in the spit ml allowance and correspond- 
ing hiterevl cost to tin student is presented as an approach to be 
considered only il it is del ei mined that Hie cost of special allow- 
ance tindei tin current special allowance loimula is too ureal lor 
the federal government . 

7. t). How will lenders be able to hnodle i iie complexities involved in 
applving pivnents to principal that **il varv quartei Iv with changes 
in market interest rates, rather *'.an using a fixed amortization 

\« hodule" -Won't such a svste*. be too cosl U for nanv small 
lenders, thus diiviiig them out of the OSL program'* 

\. ih« oimnust rat j ve complexity s involved in applvhig pawients to 
principii that will vaiv quarter U uth changes in market inteiest 
rales will • n at* piohlcms lor leadens, just as other complex it us 
in the program * rente difficulties. It is mi recognition ot the 
additional administrative bunion and the cap on the let urn to the 
l<m!er that Mo proposal includes two nvinuc enhancements foi the 
lendei in addition to the benefit or a minimum IK return, the o 
measures to enhaiue the n-turn to t hi* leudet an (ha lot nulla which 
increases the vicld liomT-BlU phi- 3,f>" to T-Uill plus |' , and r _ 
(2) rcquiiiftg that principal redmt'ion pavmetit > from the pioposcd 
special allesauee be credited to the loan ac« ount onl\ nine < aen 
vcar. providing vnc float for the lender. 

Under the piopo^al, the percentage of the special allowance pivrinl 
to be applied to principal would bo dot* cmtnod b\ the |i< pat tm<>nt <»l 
Education, which would prov u> notification loathe l« ndor ih« 
bur<len of a<«ualU crediting that imotint to tin loan ac< ount «»nee 
each veat would, ot <i>uise. fall on the lender, Uie is>ue is ito? 
whether to not lenders ran accommodate this additional aduuusiia- 
tive burden. Kather, the i >suo iswhethei ui not l h< im teased 
return to tin lender 1^ sufficient compensation to loop icndois 
involved in the p tog rum. VI though most tender pro ha hi, .v«>u|N 
oppose tht- plan, most lendeis aUo piobabtv would d«* uie Ihuiith* 

» ompeu- it ion is sum «• lent for them to tout tin i the piogram, Tl 

the plan « l e adopted 

S, (No .pe 'hu >v .»s identified as Numbe." 8 on the 1 t %l o» <pio %l mn-s. ) 
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p, *}. *ould \mii i lalHiiaU »n t ti« additional admiut st t at i ve but don 

on tin* tendci mention* d in • ou»uieltoii with tin > special allowance 
proposal on page S> o( your lest imonv 

\ Me q^tltlional administrative burden on Iho lender is simply 
I hi* aetiviU oi «rcdiitn»i a portion ol special allowance payments 
to individual loan atiounts as priu* ipnt n»du» I ion p re- payment s , and 
tin* associated accounting and t lirnal I urn I ions associated with 
thai act I vi iv. 

H», *). filial pioulems, it am, would s*n» Ioiim'u tn oSI» lenders ruiilimi- 
tilt* t*» M'll o» watehenra student loans tuth Sallie Mac (or in other 
soeondai v markets; il Uio maximum -ttiiclcnt loan vield were limited 
hi IS pel cent, as under this proposal" 

\ LimlMtiis 1 kw \u«ld to 1ST would cause SI.MA to change its method 
. m| iuia>H-intt because it no longer would be able to borrow funds at a 
constant upload below the* vai table ivtutn on student loans. Hie 
result would be that SI.MA would mid to (1) elthol dew»lop more 
complos and t leal Uc financing arrangemc nt s oi (2) Increase I lu 1 
pilto to thi< lende* for sales. The limitation on yield as pioposcd 
should not have noticeable negative impact on slate secondai s maiket 
programs.. 

in lo i Sa vings Mimsiii^s 

ll.tj Miat »* voui iimi t urn to i ho following acldt'1 tonal **ui'.ki si tons lor 
amending the i».Sl legislation to reduce K«*doittl o.spendi I uros-- 
— i>v dieriasttiit the special allowance percentage add-on (to I he* 

l>l-«tuv liea.ur\ bill rale) from 3,5'; to W* 
--In placing an annual "coilina" on (iSL volume'-* 
~~b\ raising tin* "loan <» It; I nation fee" I rem 5*» to 10' 
»h\ i^t.iti I ishuig a (-.SI. interest rati* lor students thai accelerates 
accord inu to a lived" schedi everv couple, of vonts while Uie 
loan t^ sn i< pavrct'iit , with eat h pencnlago potul I lie tease »n the 
Ijoik^ci 'n tntciost rat e mat «hed b\ an equivalent percentage 
point decrease in the special allowance"* 

A. bee naming tin special allowance* and i educing the return to 
conoeri lal lenders iron T -111 11 plus W.Sr: U> T-Blll plu^ 0^ would 
lone M>'tM'ii lenders to decide whether oi not lhe\ will continue 
;»ai t lTipal ion in the piogram at a reduced \leld. Unfortunately, 
%ueh a ebauc.« would iolticv ( ongrosst ona 1 action last session which 
had the i I let f «»t i c die um the \teld to I he lender b^ inci.eastiu; 
lender cost as a percentages o| funds in loans. 

the e\pecti <l land I v contribution provis'oii has the effect of 
i educing l«>aii .-%i/c 'Jei ause costs renui n constant for a loan account 
legai dless of si/e of the loan, a reduction in loan si /a 

increases lie* cost as a pet cent ago c»f the dollar amount in loans. 
Id Mie instance of a student seeking to bo I row s?.ono with an ex- 
pettitl |amil\ « oil! i ibut ton ol $1,000. the lender now ,'»ust make- two 
loan - t«*»« student l<»an and »ne parent loan) to meet a single ^2.000 
ie«*»<|, which previotts1> the lender* mc«t with one loan This, of 
i.»urse, doubles cost to the lender in meeting the <2,00'1 i|ei»d 
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In addition, because repayment on ^mit loans ber.tns tmmed latelx , 
the Icndci e.\pcr Unices ia |iicm.i»i«1 cost in 01 urinating the hum. duo 
to the tiocessitt of collection and analysis of a different kind of 
financial information to determine credit capacity than wsu« 
appropriate in the case of a student loan. Moreover, the lender does 
n.ot have the benefit of the lowci servicing cost interim period, on 
the parent loan, so the effective let urn to the Icndci is dcpiossrd 
further In meeting part of the need th tough a parent loan. \ 
dec lease in the \ield to the lendei would ^rm less \ table now 
<JL|ian prioi to the changes enacted b\ the Congress .last session, 

</ 

Although an annual coiling on OSb volume is a simple means of 
limiting federal expenditures tor tin* program, a ceiling has two 
ver\ ma lor dlsuchantagcs. rnjst, unless the cetl.jng were set verv 
high, it would have, the effect of denying access lo loans for seme 
students. Second, hciau&o the postsocondan cdwaMou population is 
mobile, bemuse .students begin at various times of the year, and 
because loans are originated b\ thousands ol lenders, it is 
practicallv impossible to conceive of any «oi k.iblo means fo» adher- 
ing to the s\stem tthlle treating students and lenders somewhat 
ctpjitabl> without having the entile system col lapse undei the weight 
of Implement at ion complexities. 

Hai sinu, the origination fee from 5% to W* is a convenient mechanism 
<Voi tiansfei ring cost from the federal government to the student. 
H also has iho advantage of causing savings to the fcdcial goiciu- 
ment to oceui immediately . The long-term savings to the fedeial 
government a«.u!«1 be substantially less than the long-term savings 
achieved through modification of the reinsurance at i ancomenl , and 
the average 4**u to the student would be no create* than the tost 
to the student for an additional origination fee. 
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Mr. SiMon. Our next witness is Mr. Robert Turrill, vice president 
of the Howard Savings Bank of Newark, N.J: 
We are pleased to have you here with us, Mr. Turrill. 

STATEMENT OF ROBERT E. TURRILL, VICE PRESIDENT, HOWARD 
SAVINGS BANK, NEWARK, N.J. 

Mr. Turrill. Thank you. 

The Howard Savings Bank is New Jersey s highest volume 
lender in the guaranteed student loan program, having provided 
more than $125 million in loans under that program. 

We arp also the State s highest volume lender in the more recent 
auxiliary loan program. In the first 4 months of the new program s 
existence in New Jersey, the Howard made 1,200 loans totaling 
almost $4 million. 

Initially, we were almost as enthusiastic about the auxiliary loan 
program as we have been with the guaranteed student loan pro- 
gram. * * 

It was a vehicle which allowed us to offer another valuable finan- 
cial service to New Jersej residents, at yields and repayment terms 
satisfactory to the bank as an investment. 

The program does provide for deferment of payment under var- 
ious circumstances, which is a negative aspect from the view of the 
lender. 

However, we reasoned that since the program directed itself to 
parents of students, the incidence of deferment would be minimal. 

Our experience in the parent loan program has proven the accu- 
racy of our prediction, of the first 990 loans made to parents, only 
two deferments have been requested. 

Since October, when the program was expanded to permit loans 
to graduate and independent undergraduate students, our enthusi- 
asm has diminished. 

The problem, in our view, is that many of the borrowers will now 
be eligible for an immediate deferment and that deferment in 
many cases will run for several years. 

While a loan ib in deferment status the lender, at its option, may 
either capitalize the ^accrued interest or require the borrower to 
pay the interest periodically, such as quarterly or monthly. 

The billing and collection of interest is burdensome to the lender, 
and the payment of that interest will be more of a burden on the 
borrower. 

The monthly interest payment will be about 73 percent of the 
payment required when the borrower completes his studies and 
commences payment of interest and principal. 

The capitalization of interest option, in its present form, is com- 
pletely unacceptable to the lender because the anticipated 14 per- 
cent income from the borrower would be decreased substantially on 
those loans where the deferment exceeds 1 year. This is because 
the present language of the regulation prohibits the compounding 
of interest. * * 

Interest calculations, when done to achieve a particular yield, 
presume annual compounding. Any deviation from that frequency 
will cause the effective yield to be either higher or lo^'er than the 
anticipated yield. 
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In a 14-percent loan under this program, the capitalization of in- 
terest during a 2-year deferment would create an effective yield of 
13.14 percent. 

On a 3-year deferment the effective yield would drop to 12.40 
percent; 4 years to 11.76 percent; and in a 5-year deferment the ef- 
fective yield on this anticipated 14 percent investment would only 
' be 11.20 percent. 

In order to assure continued lender participation in this pro- 
gram, the option to capitalize interest must be made* reasonable to 
us and this can be done by permitting interest compounding. 

Ideally, the frequency of compounding should be quarterly, but 
no less often than semiannually. The slightly higher effective yield 
>vould be compensation for the absence of cash flow in this invest- 
ment. 

Obviously, this change would add nothing to the cost of the pro- 
gram. What may not be so obvious, is that the change would actu- 
ally, save taxpayer dollars because the Office of Education would be 
required to purchase fewer loans in default. 

Those lenders who remain in the program under the present 
guidelines will not opt to capitalize interest, but will require the 
borrower to make interest payments during the period of defer- 
ment. Many of thooe borrowers will not have the wherewithal to 
service debt, and will default. 

Finally, lenders need the assurance that these loans will be eligi- 
ble for sale to the Student Loan Marketing Association, in order to 
create a form of liquidity for this otherwise long term investment. 

Sallie Mae must be encouraged to complete the development of 
its purchase program, and I suspect that the prohibition of interest 
compounding will be a major concern of Sallie Mae's also. 

Thank you. 

[The preparecLstatement of Robert E. Turrill follows:] 

Prepared Statement of Robert E. Turrili,, Vice President, Howard Savings 
Bank, Newark, N.J. * 

Mr. Chairman, members of the subcommittee, my name is Robert Turrill. I am 
Vice President of Howard Savings Bank, Newark, New Jersey. The Howard is New 
Jersey s highest volume lender in the Guaranteed Student Loan Program, having 
provided more than $125 million in loans under that program. 

We are also the Slates highest volume lender in the more recent Auxiliary Loan 
Program. In the first four months of the new program's existence in New Jersey, 1 
the Howard made 1,200 loans totaling almost $4 million* 
s, Initially, we were almost as enthusiastic about the Auxiliary Loan Program as we 
have been with the Guaranteed Student Loan Program. It was a vehicle which al- 
lowed us to offer another valuable financial service 4o New Jersey residents, at 
yields and repayment terms satisfactory to the bank as an investment. The program 
does provide for deferment of payment under various circumstances, which is a neg- 
ative aspect from the Mew of the lender. However, we reasoned that since the pro- 
gram directed itself to parents of students, the incidence of deferment would be 
minimal. Our experience in the parent loan program has proven the accuiacy of our 
prediction, of the first 1)00 loans made to parents, only 2 deferment^ have been re- 
, quested. <» 

Since October 1. when the piogram was expanded to permit loans to graduate and 
independent undergraduate students, our enthusiasm has diminished. The problem, 
in our view, ib that many of the borrowers, will now be eligible for an immediate 
deferment and that deferment in many cases will run for several years. 

While a loan is in defeiment status the lender, at its option, may either capitalize 
the accrued interest or require the borrower to pay the interest periodically, such as 
quarterly or monthly. The billing and collection of interest is buidensome to the 
lender, and the payment of that interest will be more of a burden on the borrower. 
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The monthly interest p,av>m*nt will be ubuut 7." percent of the payment required 
when the borroww completes \\U studies and commences, payment of interest nnd 
principal. , . 

, The capitalization of interest option, in its piesont form, is completelv uiiaccephi 
ble to the lender because the anticipated U percent income from the borrower 
vwould be decreased substantially un those loans where the deferment exceeds one 
year. This is because the present language of the regulation prohibits the com 
6ounding*>f interest ..... i 

Interest calculations, when done to achieve a particular >iem\ presume annua! 
compounding- Any deviation from that frequency will cause the effective yield to be 
either higher or lowor than the anticipated yield In a 1 1 percent loan under this 
program, the capitalization of interest during a two year deferment would create an 
eflective yield of IMA percent. On a three year deferment the effective yield would 
drop to 12.10 percent, four years to 11.76 percent, and in a five >ear deferment the 
effective ym\$ on this anticipated U percent investment would onl> be 11 Z<) per 
cent 

In order to assure continued lender participation in this program. th* option to 
capitalize interest must be, made reasonable to us and this can bo done uy permit 
ting interest compounding, ldeall.v, the frequency of compounding should be quar 
terly, but no less often than semi-annually. The, slightly higher effective .weld would 
be compensation for the absence of cash flow in this investment. 

Obviously, this change would add nothing to the cost of the program What may 
not be so obvious, is that tne change wuuld actually save taxpayer dollars because 
the Oilice ol Education would be required to purchase fewer loans in default lhose 
lenders who remain in the piogiam under the present guidelines will not opt to cap- 
italize interest, but will require the borrower to make interest payments during the 
period of determent. Many of those borrowers will not have the wherewithal to st rv 
ice debt, and will default. , ' . 

Finally lenders need the assurance that these loans will be eligible for sale to the 
Student Loan Marketing Association, in order to create a form of liquidity for this 
otherwise long term investment. Sallie Mae must be encouraged to complete the cle 
velopment of its purchase program, nnd 1 suspect that the prohibition of interest 
compounding will be a major concern of Sallie Mae's also. 

Mr. Simon. Thank you very much. t 
Maybe I should know, that but Sallie Mae does not now provide 
the paper? \ 
Mr. TurrILL. That is right. 

Mr. Simon. And since October 1 when the program was expand- 
ed to permit^ loans to graduate and undergraduate students our en- 
thusiasm has diminished, that is only to that portion of the pro- 
grann is thabcorrect? Tht parent program is still on line? 

Mr. Turrill. We are very happy vyjth the parent program; yes, 

Sl Mr. Simon. W Erdahl? 
Mr. Erdaiil. Thank you, Mr. Chairman. 

A question comes to mind that we have been talking about in 
several meetings, namely this whole area of default, The parent 
program is fainly new; but what about on the guaranteed student 
loans themselves? 

What, has the default experience been as far as people paying 
back the loans? • 

Mr. Turrikl. I am sorry I can't quote actual percentages to yoa 
but very acceptable to us, I almost don't want to say investment 
because there is no concern on our part since there is no risk* in 
the event of a default from the standpoint of an investment 

However, there would be a concern if the key default rate was 
unusually high. ■ " 

Mr. Erdahl. You pay taxes like the rest of us. 

Mr. Turrill. We are speaking as a lender, not as a taxpayer. We 
would be concerned if the default rate was unusually high, then we 
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would have additional 1 servicing efforts on our part and we just 
don't want to have to service a lot of loans in default. 

Mr Erdahl. So that really has not been a serious problem be- 
cause obviously you are aware of loans where there is default and 
the Federal Government participation? 

Mr. Turrill. Oh, yes, the rate .has been very acceptable. 

Mr, Erdahl. Are you aware of* what this might be in other insti- 
tutions'* I think the Impression we get sometimes maybe comes 
from the media that all these students, to use the term of their 
generation, are ripping off the Government. Presumably people are 
not paying their loans back so we tried to get information on this 
at a previous meeting. 

Mr Peyser is not here now but he was pressing a witness on that 
point and it seemed to be that we .would only find some isolated 
c^es. Any one of them is too high because it does deprive some 
other student of access to these funds. 

Mr. Turrill. The default rate in New Jersey has been very ac- 
ceptable. I can say that at least for our State, speaking not only 
from the Howard standpoint but from the experience of other lex- 
ers. 

We like the student loans. The guaranteed student loans, of 
course, are made with no examination on the part of the lender as 
to creditworthiness. 1 , 

We are talking about the guaranteed student loan program at 
the moment because there is a lot more experience with that pro- 
gram, t , 

Again, no determination as v to creditworthiness. I would hate tar 
make loans to parents of those, people without the same kind of i/ 
vestigation as to creditworthiness. 

Mr Erdahl. Mr. Chairman,, that brings about another question. 

Do you have the latitude, with the loan to the parents to make 
this creditworthiness investigation? 

Mr. Turrill. We do. j 

At the present, time we are, in fact, drawing a file from the local 
credit bureau on parent loan applications. We are also allowed or 
permitted to design our own loan application form which we under- 
stand can include questions as to income and other debts being 
serviced at the present time. 

We h&ve not yet started to use our own revised form. We are still 
using the form provided to us by the guarantee agency which does 
not ask those questions. 

So, to this date, we have not attempted to make any "determina- 
tion as to ability to pay since those questions are not asked on the 
application, questions as to income and present debts. 

Mr Erdahl. Mr. Turrill, do you see these loans for the parents 
as replacing or supplementing the guaranteed student loans? 

Mr. Turrill. We see them as supplementing, sir. 

Mr Erdahl. Thank you very much. Thank you, Mr. Chairman. 

Mr. Simon. If I could just toss one other question at you. 

You are talking about the desirability of quarterly compounding. 

Mr. Turrill. Yes, sir. 

Mr. Simon If you could have at least annual compounding, 
would these loans then become a more attractive reality? 
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' Mr. Turrilu Certainly more attractive than they are today, sir. I 
am not sure that they would be enough to entice the lenders to 
remain in the program and capitalize the interest on those during 
the period of deferment. ' \ r 4 . * 

Mr Simon. One other question that is not central to this whole 
thing but I was interested ih the testimony of Dr. Cronin that the 
parent loan, in fact, brought somg customers to some of the banks 
hiking the parent'lban. > 
• Have you had any gimilgr experience/ / 
Mr. Turr\i+. Yes, sir. • . rr : « 

Mf. Simon. Good. When you do good work it pays off once in a 
while. 

.We appreciate-your testimony. , . , 4 . . • u 

We would also like to submit some additional questions which 
'you can answer for the record. 
Mr. TjJRRiLL. Fine. 
Mr. Simon. Thank you very much. 
[The information requested follows:] 

The Howard Savings Bank, 
Newark. N.J.. February 19, J98'2. 

Congressman Paul Simon, 

Chairman, Subcommittee on Postsecondaiy Education, 

Washington* D.C. * * . 

Dear Congressman Sjmon. Enclosed are my responses to the five questions in- 
cluded with your letter dated February 3. A„vii;.i™ 

If I may be of any additional assistance m your deliberations of the Auxiliary 
Loan Program, please be encouraged to call upon me. 

sincerely ' \ Robert E. Tukkim., 

(j % ^Vice President. 

> Questions— Roberj ^. Tukkiu, Testimony 

1 We have received -information from many lenders that they have reviewed the 
Auxiliary Loan program and found it imfeasible. Yet you state that Howard re- 
ceived the program enthusfustically. Why do you think your attitude and perform- 
ance differs from that of other lending institutions? . .^sr- 

Response. It probably would be more relevant, if I were able to respond to specili. 
criticisms. However, as tke Auxiliary Loan Program was ^\*\^"™'J^* 
when eligibility was limifed to parents of students, am able to imagine only one 
valid reason lenders might have for lack of enthusiasm Payment of the Joans is 
guaranteed the yield is adequate, the index provides assurance of future yield ade- 
quacy; costs of administration are no greater than those m c ? f nventl ^ c t ^ n s " m ^ 
fains, which assures reasonable net profit; and these loans offer an opportunity to 
establish additional banking relationships (through cross-selling) with new custom- 
ers In my mind, the only negativism toward the Parent Loan Program should ^ 
that until Student Loan Marketing Association develops a, purchase program, these 
loans are lone term, illiquid investments. . , v 

2 1 an not sure I understand why you arc having problems with compounding of 
interest for graduate and independent students. To my knowledge, the question or 
compounding is silent in the law. Why woukkyou handle the interest for graduate 
and independent student loans -differently from parent loans? 

Response: Inherent tri loans to parents is the fact that they seldom wl » ^ 
for deferment, and they will be financially able to commence repayment immediate- 
v It is not realistic to expect that repayment of loans to graduate and independent 
undergraduate students be handled the same as with loans torrents While they 
a e students, those borrowers are just not financially able to service debt to any 
degree " be it only accrued interest. Recognizing that they are not able to service 
debt, the most realistic approach would be to capi alize the accrued- interest This 
wou d forestall all repayment until the borrower is financial? able, which would 
X thVservicing effortswmpared to billing aikcolleciing interest on the par or 
the lenders. (X mofe consequence to the Federal Government is the met that there 
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should b<* fewer default* in loans, where no repayment is required until the borrow- 
er is financially ul*le 

« From what wurce hu\e >ou received information that yon cannot conipound 
1 11 1 cz est x 

Response Enclosed is a photo cor> of page 30 of *he guidelines for the Auxiliary 
Loan Program as provided I us bj K w Jersey Higher Education Assistance Authori- 
ty Alter the definition of Capitalizing in'ereg the flowing language reads '• a 
lender may capitalize accrued interest onenng am period in which the borrower is 
unable or is not required to make pajmenla.. The lender may add this accrued inter- 
est t^ the borrowers unpaid principal balance when the borrower is scheduled to 
begin or resume repayment " That last sentence clcarU prohibits anv oonipouiidine 
ol interest- * *♦ 

v T {»^< P clob ^^.' , ; >>ho ^ ^PJ of A lottC:l tw u * f"^ni KicImiu i.inoeenzi, Director of 
« v w e stat€ ** 111 effect » that compounding is not allowed, 

I ^ ou state on page '> of your testimony that interest con.putalions "presume 
annual compounding .yet you advocate a change which will allow quarterly on 
M-mi annual compounding Wouldn't this scr\e to in fact result in greater profits to 
Hiding inst.tuiions while putting even greater burdens on the backs of th? student'' 
Kesponse interest compounding done either quarterly or semi-annually 

would create an efie live yielu slightly higher than if compounding wWdone aniiu- 
ally Lenders aeed ,j be encouraged to capitalize interest during periods of defer- 
wnt but may be reluctant to do so due to the absence of cash-flow, oi payment of 
anv kind The slightly higher yield should be sufficient encouragement 

\t>u are cornet tiiat this suggestion would put an additional burden on the bor- 
rower Mease remember that ni your original request for testimony, you sought rec- 
ommendations that would create better lender participation, but "which would not 
add to .the Federal Governments costs in the program, M> recommendation would 
actually mid slight I> to the governments cost in that the quarterly special allow 
auce would be based on increasing principal balances resulting from interest com- 
Mindm However the net result in cost to the Government would be lower be- 
cause it ein ers are not encouraged to capitalize interest, those who remain in the 
program will eiect to require payment of accrued interest during the period of defer- 
inent, which will re.sult in a higher defsult rale, 

' You intimate that SJlie Mae will probably have difficulty with the interest 
compounding question Do you Mu- any specific and direct information from Sallie 
Mai- that this is in fact the case? 

IU T! !) T I have discussed the matter with Mr, Edward Fox, President of Salhe 
Ma^ I Mieve that he agrees with my interpretation that interest compounding is 
prohibited In my attempt to .ecall that conversation, I beheve that I speculated 
that NiHio Mae would not be anxious to purchase loans wherein the effective yields 
would be subject to substantial reductions from coupon" d inng periods of defer- 
ment I receded no denial irom Mr. Fox as to that speculation, 

Statk ok New Jkrsky, 
Department of Higiikr Education, 
Trenton, N.J., Dccunber J,f, 

M.» Darlfnk Walter, 
As^rsfani ( tnsumer L<xtn Offwr, 
The Nivvttrd Slu i/i^n- Ban t 
tVrw ark. \J 

Dm « Waltvk tour interpretation ol "capitalization" is correct. As vou 
statet \our letter , t s the addition of accrued interest to the previously unpaid 
pnnt il balance or tantamount to the compounding of interest, 

V Jenoer choosy to capitalize on a PLUS or GSLP loan, it may do so, but not 
ir K quarterh. or annually, but rather at the time the loan is converted to re- 
I (>im nt H\|M>thetKaH>, i( a graduate borrower under PLUS wishes to defer the 
int rest, with tin Under willing, for a period of two years, interest will be calculat- 
ed j* the end nt 21 months, added to the oiiginal principal balance arriving at a 
new prinupa' balance to be amortized over the number of months agreed For pur- 
jpo-e* ol billing the federal frjvernment special allowance, the original principal 
# must remain thi sum il capitalized) or show a declining balance »if repayment) 
but cannot m<. reaM ; J 

thb a n^weis the question |K)sed in vour recent let for. 
Sincerely yours. 

Vf , „ , Richard J Innockn"/!. 

# Pint tgr. A fir Jersey Higher Education Assistance Authonty, 

ERjc J?./ •• ' 
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Mr. Simon. Our final witness is Dr. Christine H. Rossell. Is she 
here? 

[No response.] \ 
Mr. Simon, If she is not her;e we have no further witnesses and 
our committee hearing stands adjourned. 
[Whereupon, at 12.05 p.m., the subcommittee was adjourned.] 
[The material submitted for inclusion in the record follows.] 

OkkooNt State University* 
Corvaitis, preg.\ February L 19X1* 

Representative James Weaver. 
Washington, D.C 

Dear Representative Weavkr. Since Congress is hulding hearing* concerning the 
future of the federal Financial Aid prugram. I tbuught yuu might like tu ha\e thuj 
enclosed information about what, is happening at Oregon State University and othei 
schools within the State System of Higher Education in Oregon. 

.Sincerely, _ ,„ ^ 

Robert W. Chick* 
</ Vice President for Student Services. 

[Vrsm Uu» Itaih Harom^lrr. Feb 4, IDs:!} 

OSU Rank-o Among Best in Loan Returns 
(By David Steinmetz) 

Some students see school loans as virtual grants. j 
Others are careful to pay them off. • i 

At OSU, apparently, most nre careful to pay them off j 
Dick Pahre t financial aid director, said the 14$ percent default rate uii National 
Direct Student Loans at C is "one uf the lowest in the country." This default |ate 
measure^ the percentage uf loan dullars nut paid by deadline, rah re *aid , 
This was the rate as of June :*G\ 1981. J 
Nationally, the rate wa*» approximately IT percent a few year* ago, according to 
Turn Cooper, student luan fbeal officer". The highest default rate in thi United 
Statesjis percent, at an Eastern university, Cooper sa»d. J 

In aj survey uf seven Oregon schuuls. OSU wa* fuund tu have the lu\\e*t ratei With 
the Oregon Institute uf Technology holding the *eeond-lowest default laU, at 7 *9 
percent as of June 30. I!)SL I 

OSUs low delauli rate can be attributed buth tu student* and" to the OSlj busi- 
ness (Jffice. Coo|K»r and Pahre agreed. t r j 

"We have always concentrated un a luw default rate," Cuopei said, "We; ha\e 
always treated it as a loan," ^ I 

Former students whu are twu weeks late in p^wnent can expect a notice fium the 
business office. Cooper said. After an additional . * , a late fee is charged 
Twe mure week* uf delinquency brings a not in,, nut ice from the OSU business 

office, . . 1 

11 an additional two week* pa& and payment i* not nwle. a personal letter is 
senU he said. That letter i* followed by a piium call -if twu mure week* elapsf 1 with 
out payment. 

Additionally, a fee is charged for late payment, Cooper said 
We are willing tu work with people " he added. "But if they don't cooperate, the 
account goes to a collection agency/ 1 

Cooper said accounts may be referred to the state revenue department or a pri 
vate firm, At that time, the entire loan becomes pa v able, he feud, adding that In 
extreme circumstances, accounts are pursued by a lederal agency ( ^ 

Rick Mutt«<N Southern Oregon State College business manage*, wild SOSC is 
among seveiai Oregon schools that will be affiliated with OSU's computerised 
svstehi, initiated to nmnitor loan payments and billing 

"Other school* to be included m tlii* system are Portland Stale Univer*ity and 
Western Oregon State College, Mattos said. 

According to Cooper, before federal authority* began pit*«uftag uftiversiile* a 
lew years ago to collect federal loan repayment*. *ona college* and universities 
simply did not treat the NDSL as a loan * \ 
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, "'They i college and university officjalsi hadn't realised the importance of col lec- 
tion/' Cooper baid "Maybe the administration hadn't placed enuugh priority on it, 
so tthe loan office) was understaffed." 

Cooper said that at some colleges and universities, a billing program for luan re- 
payments had not even been established. 

Schools are now required to pursue collection of loan payments in order to receive 
federal financial aid. Cooper said. 

A proposed federal regulation, effective this spring, would cut off all federal luan 
funds to school* with default rates of greater than 25 percent and reduce federal 
loan funds for schools with rates between 10 and 25 percent. 

Mattos said SOSC's default rate was 8 91 percent, aj* of Junp 30, 1981. 

Other Oregon schools had the following default rates a* of June 30, 1981/ Univer- 
sity of Oregon-T.iM percent. WOSC- 10.02 percent, PSU-ltf.3 percent, Linn- 
Benton Community College- -1G.8 percent. 

"I think that the students who attend Oregon State are responsible students," 
Pah re said, referring, to the low default rate at OSU. 'They are highly employable 
upon graduation, and are able to get good-paying jobs, and so are careful to pay it 
back 

"Students graduating in science and technical areas are more employable, also," 
he said, 

Cooper agreed, K 

"Students at OSC are more technical and serious about school. Those type of 

people art mo.-e likely to get a high-pay ing job and be able to irepay their loar.sJ," 

Cooper said 

He suggested that the low loan default late at OIT may be because of its success- 
ful job placement record: 

'We've always kept it .default rateJ under 10 percent," said Jake Patterson. OIT 
business otfice manager, "due to a combination of a lot of things/' 

Among those things" is the ability to remain in contact with students after grad 
uution, a successful loan repayment collection system and a record of good job place- 
ment, Patterson said. 

Payment on tne NDSL must begin between six and nine months after leasing 
school. Pahre said, unless a deferrment can be made. 

The interest rate on each NDSL is o percent and also begins six months after 
leaving school, he said 

OSC sets loan repay menls to be completed within 1U years, hence a monthly pay- 
ment ou a 5.5.IMUJ NDSL would bt, approximately Silt), Cooper said But lie tMvd that 
payments vary according to the size of the original loan 
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ISTRATION OF FEDERAL STUDENT ASSIST- 
ANCE PROGRAMS 



WEDNESDAY, FEBRUARY 3, 1982 

House of Representatives, 
Subcommittee on Postsecondary Education, 

Committee on Education and Labor, 

Washington, D.C 

The subcommittee met, pursuant to call, at 10 a.m., in room 
2261, Ravburn House Office Building, Hon. Paul Simon (chairman 
of the subcommittee) presiding. 

Members present: Representatives Simon, Peyser, Weiss, and 
Erdahl. 

Staff present: William A. Blakey, counsel. 

Mr. Simon. The Subcommittee on Postsecondary Education today 
continues its oversight hearings on the major Federal student as- 
sistance programs. We will hear from representatives of the Gener- 
al Accounting Office regarding their recent reports on satisfactory 
academic progress, the effectiveness of institutional repayment and 
cullection practices in the national direct student loan [NDSL] pro 
gram, and the Department of Education's management of the guar- 
anteed student loan [.GSL] program. 

We will also hear from two college presidents who are buildi ig a 
successful record of collecting NDSL loans. I hope their t^sti *ony 
can provide some useful advice to others who may be adversely af- 
fected by the Departments new "due diligence" regulations. Rever- 
end Weiss, I understand, will be commenting on these regulations. 

This brings me to my final point. While I favor doing everything 
we can to improve institutional collection efforts, I am concerned 
that we not penalize the current generation of college students— or 
the next generation— because an institution is not making a satis- 
factory effort to collect overdue or defaulted NDSL loans. 

When capital contributions are reduced, students are denied 
loans. The school suffers, but only indirectly. Students pay a high 
price for lack of institutional effort and for the sins of their pred- 
ecessors. 

Let me just add one final point. As far as the chairman is con- 
cerned, and I think I speak for the majority on this subcommittee, 
what we are interested in is the effective implementation of these 
programs. 

We are not interested in cutting them off. If institutions should 
be punished in some way, the students, who need the lopns should 
not be punished in the process. 

(177) 
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I am very pleased to have as our witnesses Gregory J, Ahart, the 
Director of the Human Resources Division of the General Account- 
ing Office, accompanied by Alfred P. Shane, Alfred R. Schnupp, 
and-Frankie Fulton. 

I am pleased to have you here and you may proceed. 

STATEMENT OF GREGORY JL AHART, DIRECTOR, HUMAN RE* 
SOURCES DIVISION, GENERAL ACCOUNTING OFFICE, ACCOM- 
PANIED BY ALFRED P. SHANE, ALFRED R. SCHNUPP, AND 
FRANKIE FULTON 

Mr. Ahart. Thank you, Mr. Chairman, I would, with your per- 
mission, like to file my full statement for the record. 
We are pleased to be.here this morning to discuss three reports 
GAO concerning the academic progress standards for students 
-eceivmg Federal financial aid; the collection of defaulted national 
direct student loans and the guaranteed student loan information 
system. 

Our report on the need for tougher academic progress standards, 
which was dated December 3, 1981, concerns programs adminis- 
tered by the Department of Education, of the Veterans Administra- 
tion, and the social security Administration. These programs pro- 
vided about t'6 * billion of aid during fiscal year 1980 to students. 

We reviewed the transcripts and financial aid records of almost 
t),00n students randomly selected out of a universe of 49,250 aid re- 
cipients at 20 schools in 12 States. The schools represent a broad 
cross-section of higher education, cprtsidering type, support, educa- 
tional purpose, and location. 

An effective academic progre^ . andard should accurately meas- 
ure both the quality of the student's wui k and tl ie rate of progress 
toward a definite educational goal, and include reasonable and con- 
sistent requirements for such factors as grade point average, non- 
punitive grades which ao not affect the GPA or count toward pro- 
gram completion, the rate of movement toward completion of a 
course of study, and related elements. 

In our opinion, an academic progress standard which does not 
consider these factors does not adequately measure progress, even 
though it may be irwteehnical compliance with Federal regulations. 

VA. which provides education and training benefits to veterans 
and eligible dependents, requires each participating institution to 
have VA approved standards of progress and to enforce certain re- 
quirements set by law and regulation. 

The Department of Education, yvhich provides aid under several 
programs, leaves the determination of academic progress largely to 
the institutions themselves. 

SSA, which provides benefits to children of deceased, retired, or 
disabled social security contributors, has established no academic 
progress standard since the Social Security Act requires only that 
eligible students attend school full time. 

The standards in effect at the schools we visit i were often not 
adequate. Man> students 1 grades were low and r ten inflated by 
the overuse of nonpunitive grades. Progress tou rd educational 
goals was often slow and, in some cases, virtually impossible to de- 
termine. 
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Institutions generall) use the grade point average as a key indi- 
cator of academic quality. To graduate, a student would normally 
have to attain a C average, or a grade point average of 2.0 on a 4.0» 
scale, but institutions frequently allow students to maintain grade 
point averages below 2.0, particularly during the first few terms. 

Many students receiving aid at the schools we visited had cumu- 
lative grade point averages well below graduation requirements. 
For example, almost 20 percent of the Pell grant recipients and 
23.1 percent of the SSA recipients had cumulative averages below 
2.0. About 9.5 percent and 10.8 percent, respectively, had averages 
below 1.5, the equivalent of a D-plus. Fewer VA students had low 
averages, with 12.4 percent having grade point averages below 2.0 
and 3.5 percent below 1.5. 

The concept of satisfactory academic progress include quantita- 
tive as well as qualitative standards. Thatis,Tturstudent should be 
moving toward an educational goal $t a reasonable rate. 

The agencies included in our review did not specifically require 
such quantitative measures and only 10 of the 20 schools visited 
had them. The absence of such standards can lead to students re- 
maining in school with financial aid for a long time, particularly 
under the Pell grant program- where there is no limit on the 
number of school terms for which financial aid can be provided. 

For example, one student had been enrolled for 5 years, receiving 
more than $4,200 in Pell grants, but was academically a second- 
quarter sophomore. Some students had been in school up to eight 
academic years. 

There is no benefit to setting either qualitative or quantitative 
standards if an institution does not enforce them, We found, how- 
ever, that 9 °f the 20 institutions we visited were not fully enforc- 
ing their published standards. 

At the nine schools, we estimated overpayments of about $1.3 
million to recipients of Department of Education aid. We did not 
project overpayments for VA. 

, A student at a private 4-year college, for example, received 
$15,587 in Department of Education aid over a 5-year period, earn- 
ing 65 semester hours with a 1.35 grade point average. Had the aid 
been terminated after 2 years, as required by the schools standard, 
$9,136 in aid could have been saved. 

We believe a uniform Federal policy for academic progress stand- 
ards is needed. Although standards set by existing VA legislation 
and regulations are generally adequate, VA does need standards 
for the rate at which a student is, progressing. 

Additional requirements are especially important for the Depart- 
ment of Education, since the Pell yrant is available to a qualify ng 
student for as long as it takes to get a degree. 

We believe that changes to the authorizing legislation and pro- 
gram regulations to strengthen academic progress requirements 
would result in savings in Federal' funds now being paid to stu 
dents who are not making satisfactory progress, fewer differences 
in Federal requirements encountered by institutions in establishing 
standards for students under the three programs, and better coorjii 
nation of Federal efforts to establish and monitor enforcement o! 
academic progress requirements. 
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Iif our report, we recommended that the Congress enact legisla- 
tion to require satisfactory academic progress for SSA student aid 
recipients, and to authorize the Departments of Health and Human 
Services and ^Education to issue regulations setting forth general 
standards, for institutions to follow in establishing such academic 
progress standards. 

We" recommended also that, in issuing regulations on academic 
progress, the Secretaries of HHS and Education consider a number 
of factors similar to those now in effect for VA students* 

We recommended that the Administrator of VA require institu- 
tion* to include quantitative measurements for academic progress. 

Finally, we recommended that the Director of OMB ensure co- 
ordination by the other three agencies in setting and enforcing re- 
quirements on academic progress. 

OMB generally agreed with our recommendations. HHS did also, 
but questioned the usefulness of implementing standards for its 
program, which is being phased out. VA did not agree with our rec- 
ommendation, claiming it would be unworkable and an administra- 
tive burden. Education has not commented on our recommenda- 
tions. 

But I understand they did inform the subcommittee last week 
that they are in geneial agreement with and are moving to pursu- 
ing regulations. 

Turning now to our report for the need of stronger actions to re- 
cover defaulted national direct student loans, dated September 30, 
1981, since this program began in 1958, nearly $5 billion in Federal 
funds have, supported loans to about 11 million students. 

The program has been plagued by high default rates. The default 
rate as of June 30, 1980 was 16.3 percent, with outstanding de- 
faulted loan balances in excess of $830 million. Nearly 1,200 schools 
had default rates of 20 percent or higher; 315 schools had default 
rates exceeding 41 percent. 

Our review focused on determining how well schools are carrying 
out their responsibilities for administering and collecting student 
loans and identifying Department of Education actions for collect- 
ing defaulted loans forwarded to it by participating schools. 

We visited seven schools in the Midwest with default rates rang- 
ing from 5.9 to 63.1 percent and obtained information on about 600 
defaulted loans. Six of these schools had default rates exceeding 20 
percent. The seven schools were judgmentally sampled; therefore, 
the observations on loan collection procedures relate only to these 
schools. 

We also obtained information on defaults and collections for 33 
other schools in the same geographical area, that is the Midwest, 
with default rates exceeding 20 percent. 

Schools are responsible for making loans and collecting repay- 
ments either themselves or through agents. Department regula- 
tions require schools to be diligent and forceful in adroinist, ring 
and collecting student loans. 

The seven schools we visited did not fully comply with Educa- 
tion's loan collection procedures. Though they generally did an ade- 
quate job sending bills and collection letters, improvements were 
needed in other areas. For example: 
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Some schools were remiss in counseling borrowers and maintain- 
ing contact- with them. 

Mo6t of the schools had problems locating borrowers with whom 
they had lost contact. 

Schools oft^ft tird not refet^ccounts quickly to collection agen- 
cies, monitor the stat us of accounts referred, and determine the co l- 
lection agencies' success/ 

The seven schools had been reluctant to sue borrowers to collect 
defaulted- loans. - 

Several school officials believed that referring names of defaulted 
borrowers to credit bureaus could aid in collecting defaulted loans 
by providing an incentive for repayment, but under the Family 
Rights and Privacy Act according to Education, there were only 
limited situations in which a credit bureau would be authorized to 
disclose information about a defaulted loan to a third party. 

Education has since obtained a legal reinterpretatlon of the act. 
Credit bureaus can now enter student loan information into the 
credit information mainstream as they would any other credit in- 
formation. 

Schools are permitted to forward loans to Department of Educa- 
tion for collection. As of September 15, 1979, Education had re- 
ceived about 240,000 defaulted loans with outstanding loan bal- 
ances of nearly $215 million. Through March 1981, it had collected 
$5.8 million, most since December 1980. 

Many of the loans turned over to Education by schools we visited 
were in default for a number of years, which could make collection 
difficult. By law, loans must be in default for at least 2 years before 
they can be turned oven School officials and Department regional 
office collection, officials believed that forwarding defaulted loans to 
Education sooner could help to increase collections. 

Education plans to reduce the number of its collectors from 955 
to 250 by early 1982, and to contract out collections of defaulted 
leans. I understand they discussed this with the subcommittee last 
week. 

A Department task force study and a contracted study concluded 
that use of private collection agencies would be at least as cost-ef- 
fective as the use of departmental collectors. 

However, the statistics contained in these studies do not conclu- 
sively support that contention. The contracted study's cost data in- 
dicated that the collection efforts in one Education region were 
clearly outstanding a.4d could not be duplicated by a private con- 
tractor. 

. To strengthen collection activities of the program, we recom- 
mended that the Secretary require schools to compl> with the De- 
partment's loan collection procedures, particularly with respect to 
bringing suit against defaulted borrowers and submitting defaulted 
loans more quickly to collection agencies; require schools to moni- 
tor results of collection agencies' actions; establish an acceptable 
default rate and suspend from the program or withhold Federal 
funds from schools that exceed the established default rate; deter- 
mine whether submissions of national direct student loans to Edu- 
cation for collection earlier than the statutory 2-year time limit 
would be beneficial to collection efforts, and if so, consider propos- 
ing legislation to allow schools to submit defaulted loans as soon as 
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posF'Me after Completion of required collection activities; advise 
schools and credit bureaus of Education's reinterpretation of the 
law that credit bureaus can redisclose student default data, and, fi- 
nally, monitor the Department s use of private collection agencies 
to insure that their use is the most cost-effective means* of collect- 
ing defaulted student Joans; any reassessment should-congider-the. 
Collection prog-am that was in place in Education's San Francisco 
region that was returning approximately $6 for every $1 spent. 

The Depaitment, in this case, agreed with most of our recom- 
mendations. 

Finally, I would like to turn to our report on the guaranteed stu- 
dent loar information system, which is dated September 24, 1981. 
This report was requested by the Subcommittee on Intergovern- 
mental Relations and Human Resources, House Committee on Gov- 
ernment Operations, which was concerned over the lack of progress 
in developing and operating an adequate automated information 
system for processing transaction^, maintaining financial accounts 
and producing reports to operate and manage the Guaranteed Stu- 
dent Loan program. 

This program guarantees loans from eligible lending institutions 
^ to undergraduate and graduate college student in two ways: Insur- 
ing the loans directly by the Federal Government, or reinsuring 
loans insured by States— State agency loans, 
, In fiscal year 1980, the program, one, insured $504 million in 
Federal loans and reinsured $4.3 million in State agency loans; 
two, paid about $130 million for defaulted Federal loans and $157 
million for defaulted State agency loans; three, recovered about $40 
million and,S25 million in student loan default collections from the 
Federal and State programs, respectively, and, four, paid interest 
and special allowances" totaling about $1.1 billion to lenders for 
both types of loans. 

To keep track of and control this multibillion-dollar program, the 
office maintains a computerized information s>stem to process 
most program transactions. This information system has been 
plagued * with problems for years, and millions have been spent 
trying to resolve them. 

A major focus of our review was to determine the efforts tnd 
plans to correct known deficiencies in the system. 

To meet this objective we reviewed program activities at pro- 
gram office headquarters in Washington, D.C., and at the three 
.largest regional offices„J5an Francisco, Chicago, and Atlanta, to 
learn how well the system was meeting the program's needs, and 
interviewed a cross s&ctibn of information system managers and 
users concerning what the program office had done and planned to 
do about correcting these deficiencies. 

We also contacted State guaranty agencies in Virginia, Pennsyl- 
vania, and New Jersey and obtained 52 student loan histories from 
the States to check for instances of reinsurance transactions that 
conflicted with Federal regulations. 

We concluded that the s>stem continued to be deficient in the 
' following four major areas: 

First, State agency loans were automatically reinsured regardless 
of whether the student was 'qualified under the law and regula- 
tions We determined that some loans to students who had exceed- 
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ed loan limit* were being reinsured. One reason this could happen 
was that State agencies did not have access to the program office 
master loan file to detect possible program abuses, and even if they 
did, such access would be of limited value because the file was in- 
complete. 

Second, the system paid lenders' bills for interest and special al- 
lowances without validating them. 

Third, the system did not rebill lenders for insurance premiums 
when the lender did not pay the first'bill; 

And fourth, the system did not accumulate wd report the guar- 
anteed student loan program's financial status in accordance with 
the needs of the Department's financial managers. f 

Furthermore, we found that the Department's efforts to improve 
the system featured a piecemeal approach to identifying deficien- 
cies and attempting corrections. Under this approach, user needs 
had not been fully identified and a system design had not been 
fully completed prior to beginning to build the system. 

We believe the Department should first determine the extent 
and degree of the controls and accountability it wants to provide 
for this program and then adopt the systematic process specified in 
its own policies for the design^ development, and operation of auto* 
mate*! information systems. 

This should include, first, comprehensively identifying what the 
users of the guaranteed student loan system need from it; then, 
* translating such needs into design specifications. 

Our report was discussed, with agency officials who expressed 
general agreement with our findings, but stated that they had been 
restricted in their efforts by limited resources. 

That summarises oui statement, and we would be happy to re- 
spond to any questions you or other members may have. 

Mr. Simon. Thank you very much. Let me first ask you a ques- 
tion that is not part of your assignment here and if 1 may ask you 
something where you are not speaking for GAO, but speaking for 
yourself. Obviously what Congress has intended is to provide access 
to higher education for all Americans who want to have that 
access. 

My fear is that we are starting to go away from that. You have 
talked about collection processes and other things here, but the 
most fundamental question is how do we most effectively and effi- 
ciently guarantee that access to students? Now, you have looked at 
a variety of programs and a variety of schools. 

Do you have any reflections on the broader question? 

Mr. Ahart. I think that is a very tough question, and I*— the 
General Accounting Office has not made a study or reached any 
conclusions as an institution on what is the most effective way to 
do it. 

So, I will speak in a personal sense in response to your invita- 
tion, based a lot on the work that I have done over the years and 
familiarity with the programs. As you know, up until 1958, we did 
very little in this area and then the national defense student loan 
program came to be and not much morp was done at the Federal 
level until 1965. 
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Since that time, a lot of different programs have come into being, 
some of them much more liberal than others in terms of gaining 
access, some of which in my judgment were a little too liberal 

Families who could afford to put their children in college, were 
given the advantage of a student loan and subsidized interest rates 
after that, which in my own personal judgment, given the needs of 
Jhis country, is not a very good way to spend taxpayers 1 money. 

At the present time, with the amendments made this year, that 
has been largely taken care of. We &H1I have a rather subotantial 
number of programs which, again, I don't think are terribly well- 
articulated, one with the other, in terms of coordination- 

Wc did have, I forget just the exact starting date, the student 
benefits under the Social Security Act. We studied that program 
and issued a report in August of 1979 suggesting that program be 
phased out in favor of a program which was more— in favor of a 
program such as the Pell grants which would more directly be tar- 
geted to those people who are not in a position to finance their edu- 
cation directly. The Congress has seen fit to do that. 

I am not at all sure that the Department of Education and the 
budgetary problems has backfilled that on the other side to make 
sure Pell grants in sufficient amount would be available to meet 
the needs of those needy children who would have been eligible for 
social security previously, who might now resort and want to get 
Pell grants and guaranteed student loans and so on to pursue 
. 0 higher education. 

I think the overall question is very difficult., I would say this: It 
would seem to me in the context of what we were talking about 
here in terms of academic progress and the default rate and-so^v - 
and so forth, that we ought to couple the national desire that has 
been legislated in the last couple of decades to make sure that all 
^ children and students, young men and women who want to seek an 
education, have the financial means^o do. it. 

We have .0 couple that with instilling in those same students a 
sense of responsibility. Wher) they go foi that kind of help from the 
general taxpayer, they should be, in fact, serious students and 
vtant to gain an education. Academic progress standards of the in- 
stitutions which are couple^ with the Federal aid program ought to 
insure that we do the best we can to rnake<sure that they are there* 
to get an education and not to spend time to do whatever they 
want to do. 

At the same time, where the program eligibility requirements 
are such that children are given the advantage of loans, I think we 
need to do everything we can to instill in them^sense of responsi- 
bility that that is- in fact a loan rather than arrant and they have 
a responsibility to repay that. ' 

I think the set of programs we presently have, you could ques- 
tion, and people have, whether or noMhe amounts available under 
all of them are sufficient. And what should be the-cut points for 
the availability of guaranteed student loans? 

I think taken all together we Jiave a lot of help out there for 

people who really want an education, particularly those that are 

willing to^do a little to help .on their own. That is a long answer, 

Mr.-Chairman, it is a personal answer. 

* 
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Mr. Simon. I wafc just probing there. Let jne shift over to, first of 
all, the academic side. The old GI bill, post-World War II GI bill, as 
I recall, required a maintenance of a C average after your second 
yea*' in school. 

Is. that correct? Or my 

Mr. Ahart. Thev had an academic requirement and I couldn't 
attest to just exactly what it was, Mr. Chairman. k 

Mr. Sjmon. A3 you look at— I notice you mentioned the VA pro- 
gram, something similar to the VA program you think shpuld be 
-adopted by the Department of Education? ■/ . 

Mr. Ahart. We think^something similar to that should be adopt- 
ed by both the Department of Education and the social security 
program foj as long as it continues to be in a phase-out mode. Yes; 



don't think we ought to be putting *money out, taxpayers' 
money out to. help students who are not really maintaining satis- 
factory progress in the schools. 

Mr. Simon. You say oneitudent had been enrolled for 5 years 
receiving more than $4,200 from Pell grants and was academically 
a second-quarter sophomore. It was a whisper, he says it must have ' 
been a football player, I am sure from Minnesota, riot from Illinois. 

Mr. Ahart. I think he would have lost his eligibility after 4 
years, though, Mr. Chairman. L might mention we do have just an 
awful lot of examples of cases which I found quite shocking when I 
saw them and, if a few of the members wojild be interested in hear- 
ing sojne of them, just to perhaps get a ^tter perception of the 
kind of things that were going on in these schools, we would be . 
happy to detail them for you. • 

Mr. r .mon. Rather than detail, what percent would you say of 
those receiving assistance fall in that eategc>ry, from your study? 

Mr. Ahart. As far as the low grade point averages, I put it in the 
statement, some indicators of that, about 20 percent of the P,ell 
grant people were below a C average and I think— I forget the 
other percentage that was involved of the social security students, 
a lesser amount. * * ' f 

It is much more difficult to determine the academic progress part 
of it. You almost have to look in detail at the per&n s grades and 
how long they were in school, the individual records, which is what 
we did to get some kind of a sense of what was involved. 

And the same is t* ue about the nonpunitive grades which people 
received. We had schools that followed the policy that people could 
withdraw from a course even after the final exams without any 
detriment to the grade point average. • 

So when, you look at grade point averages, you have to do that 
with the understanding that depending on the schools policies, 
thete maybe an awful Tot of courses which the student actually at- 
tempted and did not complete and was not successful in, that did 
ndt enter into the computation of their grade point average. 

Mr. Simon. Would you care to characterize the institutions 
where you found this— I gather from your testimony that there was 
a great disparity in institutions on this. Would it ,be true, as I 1 
would anticipate that schools— for example, I am from a rural, 
poor area, and schools that deal with rural poverty or inner city 
poverty have greater problems than those, say, such as the Univer- 
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sity of Illinois, which tiedl with a more affluent, more articulate 
group financially and academically? 

Mr. Ahart. I am not sure our study was designed to be very dis- 
criminating in that aspect. We did find problems in all different 
types of schools^ in varying degrees. I, would like to ask Mr. Fulton, 
who was in charge of the study. He is from our Atlanta regional 
office, and can give you some insight on whatever you would like — 
what he thinks wo could' characterize along those lines from our 
study. ' s 

Mr. Fulton. As Mr. Ahart said, there is no way to characterize 
any particular type of school. We found the greater problems in 
those schools that had open admission policies, and didn't have re- 
strictions on the types of students they were taking in. 

Jhat would not necessarily mean that they were rural students 
or" poor students, but we did not— for example— go into schools 
such as the Ivy League schools and those which have admission 
policies which by their nature are designed to take a higher per- 
centage of highly qualified students. 

Most of tha schools that we saw that had a significant problem 
had virtually an open admissions policy and had a policy that 
opened their doors to students that had had problems even at the 
high school level. , 1 

Some of these schools might have also been in the TRIO pro- 
grams, the special services programs, or may have had special stud- 
ies program or regional programs of their own that they were offer- 
ing at these schools. r 

It is interesting to note that our statistics and grade point aver- 
ages leave out thot>e students who had. taken less than 20 hourb, 
because we tried to take out the imbalance of getting figures that 
would jcatch, those students who had gone into the wrong school 
and the wrong programs. — * ^ 

We are dealing mostly with sophomores or, second-quarter fresh- 
man, 

Mr. Simon. If I may shift over to the NDSL default rate, the ad- 
ministration is projSosing that all schools^ with a 25-percent or 
greater default rale, which is about 800 institutions, currently, 
would not be eligible for additional NDSL funding. 

From what you^have observed, to what extent are we going to be 
punishing stildents rather than institutions? 

This is my concern, Here. 

Mr. Auart. I think that is hard to determine. We did, of course, 
in our work suggest that there be a threshold established and an 
institution who ran their program in a way where the default was 
above whatever threshold was established" be denied the opportuni- 
ty of further participation in the program. 

In doing that, I think we recogrv " that the national direct stu- 
dent loan program is not.the only kh.J of aid that students can get. 
There is still the Pell grant, there is still the guaranteed student 
loan program for the students eligible for that, perhaps work study 
and other things. 

I think it would be difficult in the case of students within a par- 
ticular institution to make a judgment that they were— the extent 
to which they might be penalized. They might end up paying more 
interest if they go the guaranteed student loan route, for lack of 
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availability of the NDSL loan. The$e programs might have some in- 
' fluenceon the-efigibihty or amount they could get out of the other 
programs. 

I wpuldn't want to fessume that the students would be deprived 
entirely % df a means to go to that institution, merely because the 
institution was disqualified, for^ further participation In the NDSL 
, ^ program. " 

Is that a fair statement, Mr. Schnupp?' ' 

Mr* Schnupp v Yes, sir. % , 

' Mr. Simon v Mr, Weiss? 

Mr. Wejss. Thank you very much, Mr, Chairman. Mr. Ahart, in 
coming to^ your conclusions and recommendations, had you dis- 
cussed them'with the educational community at all before putting 
them down and finalizing your decisions? 

Mr. Ahart. Are you talking x 

Mr. Weiss. The educational standards aspect of it really. 

Mr. Ahart. We had discussions with the schools we have visited. 
Let me ask Mr. Fulton to comment on the extent we may have dis- 
cussed the recommendations with a larger representation of that 
community? V 

Mf. Fulton. At each of the schools visited, of course, *ve dis- 
cussed not only the'significant findings at the individual school, we 
also discussed the larger ramifications of it and what they saw as 
being problems in this area/ 

I guess our primary contacts, were the National Association of 
Studen&Financial Aid Directors and also the American Association 
of Registrar Admission Officers which together have written jup a 
set of proposed regulations, self-regulatory guidelines for academic 
< 'progress. r . 

W,e had discussed those just in very general terms because our 
report was in process ai about the time they were coming out with 
their standards. * • 

And in many of the things that we weje peeing in our report, 
they go hand in hand with, the items that,{ney covered in their 
guidelines. So we did discuss our standards and our proposals with 
everyone represented in the community. 

Mr. Ahart. I might mention along those lines .that the statement 
I have seen from the American Council on Education, which lays 
out guidelines that it suggested schools use, did reference our study 
in support of. the need for the academic corpinijnity to better self- 
regulate themselves in this arena of academic progress. 

So I think there is not disagreement between the^academic com- 
munity -and ourselves on the need to do a much fetter job in this 
; area. ^ 

Mr.< Weiss. Given that, it seems to me that there may be a sig- 
nificant difference between a sell guide system and a mandated 
system in the Federal Government. It seems to trie that that would 
run counter to our concerns historically about not having the Fed- 
eral Government through the guise of p aiding opportunities for 
youngsters to attend college, or older peopje, getting in control over 
standards, academic standards and curriculum and all of the other 
problems that educational institutions have been concerned about 
over the years, i , ' ^ 
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And do you not see that this, in fact, may possibly, take us in 
that direction? 

Mr. Ahart. I suppose that you could see son? 9 kind of a danger 
there. At the same time, I think that the Ve rans' Administra- 
tion's experience where they do let the institutions develop their 
own standards, they do look at those standards to see whether or 
not they are reasonable, whether they are real, that they reallv 
have some meaning to them, and they approve them, they still 
leave the initiative with the academic institution to develop the 
standards. 

I think the testimony last week by the Department of Education 
before this subcommittee suggested that they would adopt a similar 
approach requiring the schools to adopt a set of standards, at least 
as stringent as whatever their accrediting agency has suggested as 
standards. 

If they didn't, then they would suggest, require that they adopt 
ones which were in keeping with statements such as the one put 
out by the Council on Education. 

I think that there is a dual thing that needs to be considered 
here. I think there is a responsibility oh the part of the Federal 
Government in using the taxpayers' money for these aids to make 
, sure it is a real educational experience and that people are really 
getting an educational experience if they are using taxpayers' 
money to do it. 

On the other side is the thing we almost all hold sacred, to have 
academic freedom, and have schools in charge of their own educa- 
tional programs. Those two come together and obviously you can 
raise and I can raise in my own mind some possible conflict be- 
tween those two. c 

If we try to get into strident standards and have those stand- 
ards such that they are controlling the academic curriculum, there 
could be problems. 

What we had in mind in our report and what the Council on 
Education had in mind with itself, and what the VA has in mind 
and has been doing for a number of years, is not to interfere with 
the structure or content or what that academic institution is offer- 
ing, but to make sure that when we are providing financial aid it 
isn't just the student showing up at the door and spending time 
there and is entitled to taxpayer help. 

That is where it comes together. Obviously, there is— you can 
pose some danger there, but I think if it is administered correctly, I 
don't see any difficulty. I don't see that the academic community is 
working on a different wavelength. ' 

I think they see a need for better ^elf-regulation. 

Mr. Weiss. I think you indicated in response to a question of Mr. 
Simon's that«about 20 percent of the schools were— correct me, that 
is my recollection, 20 percent of them, in fact, engage in less than 
strict adherence to academic standards for such students. Is that 
true? 

1 Mr. Ahart. No, the 20 percent was the number of students that 
were recipients of Pell grants thatfell below a C average. The per- 
centage of the schools that we looked at, that either did not have 
adequate standards in our judgment or which did not enforce the 
standards they had was much higher than that. 

ERIC VJ 0 , 
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1 think 10 out of the 20; is that right? 
Mr. Fulton. Nine out of the 20. 

Mr. Ahart. We found they weren't fully enforcing those that 
they had. 

Mr. Weiss. Now, again, I think you indicated a word of caution 
at the beginning that you had made judgmental decisions in select* 
ing the schools that you had gone to study. 

Mr. Ahart. We looked at 20 schools in 12 States. You cannot pro- 
ject the results of our sample to the Nation and say that is repre- 
sentative of all of the schools. But within those schools, we random- 
ly sampled the students, so you can project the results of our 
review of the individual students referenced to all of the students 
at those 20 schools. 

Mr. Simon. Would my colleague yield at this point? 

Mr. Weiss. Yes. 

Mr, Simon. Did this include proprietary schools? 

Mr. Ahart. It included schools of all types, proprietary, State- 
run, community-run, all different types. 

Mr. Weiss. Again, it seems to me that in order to have some kind 
of valid idea, on this side of the table as to what the extent of the 
problem is, how many— what percentage of the academic institu- 
tions of higher education we^are talking about, we ought to have 
some idea as to what those 20 schools and the 9 of those 2'0 schools 
really represent. 

If you projected them across a broad range, would it in fact mean 
45 percent of all of the schools across the country are having those 
problems? You say no, you can't do that, does it then come to 3 
percent? You ought to have some idea as to what the extent of the 
problem is, if we are going to be adopting some cures which may or 
may not be appropriate, depending on what the extent of the prob- 
lem is. 

Mr. Ahart. Let me clarify what I did say. We cannot project it 
scientifically. At the same time, we did make a judgmental sample, 
basically in that we tried to include in our sample the 20 schools. 

We tried to include schools in different geographic parts of the 
country, different types of schools in tetms of whether they were 
State schools or private schools,, proprietary or otherwise. 

We tried to design our sample judgmental to the—to be as near 
as we can tell without doing a scientific sample for you, such as 
taking a look at 300 schools, to be fairly representative of the uni- 
verse. 

What we come up with— you can use your own judgments by 
looking at the schools we went through and we will be dad to tell 
you how we selected them— we are talking about more than 3 per- 
cent of the schools having problems. 

We are talking about probably somewhere in the ball park of 
what we found, a significant number of schools that do have the 
kinds of problems that we came up with. Whether it is 45 percent 
or 50 per<$pjt or 60 percent or 35, percent, I don't know. 

But certainly, in that range. 

Mr. Weiss. That is— regardless of who ultimately sets down the 
guidelines, that is a fairly shocking indictment of the higher educa- 
tional system of this country, isn't it? 

ERiC ' IS-* 
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Mr. Ahart. I think it has certainly been demonstrated to us and 
I think it demonstrated to the American Council on Higher Educa- 
tion that the academic community needs to do a much better job of 
developing standards and policing those standards, a much better 
job of self-regulation, yes. 

Mr. Weiss. Then, the only other area that I want to touch on, 
Mr. Chairman, when we had first listened to the Office of and De- 
partment of Education about their setting up a private referral 
system for collection agencies to collect on defaulted loans, the ar- 
gument as I recall was not that necessarily those private collection 
agencies would do a better, more effective job, but that they would 
do at least as good a job and since it is about equal, why not have 
the private sector do it rather than the Government hiring addi- 
tional people to do it? 

Now, as I understand your testimony, you are suggesting on the 
basis of at least some experience, that it may not necessarily be so 
that the private sector collection agencies can do at least as good a 
job as the public sector, that is the Government, in collecting on 
those defaults. * 

Is that an accurate recap? 

Mr. Ahart. I don't think we are saying one way or the other. 
What we are suggesting is that as they go forward to the contracts 
which I understand have already been let and they turn loans over 
to the contractors, that they monitor the experience they have and 
make a judgment down the road as to whether that is the most 
cost-effective way to do it. 

I don't think we can answer straight out. There is one region, the 
San Francisco region, which did an exemplary joty of collecting 
these loans. It was outstanding in terms of the other regions, much 
better than the other regions, and it may well be that whether 
'used by private collection agencies or by the regional offices, the 
techniques that they used could certainly be emulated. 

Now, all we are suggesting is that they track their experience, 
keep track of it and validate it, if they made the right judgment 
fine— or if not, reconsider. It Is a difficult thing to measure. I think 
,* % as we pointed out the studies that were made in some respects 
were faulty, I think necessarily so. You can't be absolutely sure 
whicb is going to do the better job or most cost-effective job, par- 
ticularly in this esse where the ones turned over to the private col- 
lection agencies are ones where you have already failed to collect. 

Somebody has already failed to collect. They failed to collect at 
the school level before they get turned over to the Department. 
Perhaps someone failed to collect them there before they get 
turned over to the private collection agencies. In any comparison, 
you haye to give consideration to the possibility, at least, a strong 
possibility that the difficulty of collection for the particular uni- 
verse of loans is going to vary depending upon the age of them and 
who tri^d to collect them before. 

So it lis a tough one. All we are doing is suggesting that they 
monitoriand assess their experience under the contract mechanism. 

Mr. ^eiss. Is there any special reason why the San Francisco 
region was able to do such an outstanding job: Were they an aber- 
ration? t * 
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Mr. Ahart. Let me ask Mr. Schnupp to comment more specifical- 
ly on that. 

Mr. Schnupp.' Sir, we had talked to officials at the Department of 
Education and asked them why San Francisco was better. They ad- 
vised us that they had not made any studies of the collection activi- 
ties out there but they did. say that they felt that the collectors out 
there were 8'better group of collectors overall. , 

They were able to train the collectors much sooner than. some of 
the other regions. The support systems were much better in that 
region which aide4 in the .whole process of collecting the defaulted 
loans turhed over. 

Mr. Weiss. I don't understand what that means. 

Mr. Schnupp, They had an ADP system in place earlier in San 
Francisco, so rather than having to do a lot of manual handling 
they were able to use part of this system to aid in the collection of 
the defaulted loans. They were able to send out demand letters. 

Also, I believe that one of the things that happened in the San 
Francisco area was tha* there was a U.S. attorney who was in- 
volved in taking a numt. • of cases to court. This was highly publi- 
cized and they believed -iat this also probably had an impact on 
collections out there. 

Mr. Weiss. We have been hearing over the course of the last 
couple of years about how the Japanese in some way are able to 
get more out of people who work in their industries than we or the 
rest of the world. I thought maybe we would come up with an area 
of the United States where the Federal Government can get more 
work out of its employees. But that is not what you are telling us? 

Mr. Ahart. I think just to sum it up, it sounds like it was a 
better run operation, with people really giving some thought to the 
different ways, the different techniques they could use to improve 
collections, in contrast to some kind of innovations and initiatives 
that were not taken in the regional offices, that is what it seems to 
me. 9 

Mr. Weiss. GAO comes up with no recommendations. You don t 
suggest that we in fact try to replicate that. We are going to ignore 
that as being an aberration. 

Mr. Ahart. We suggested that they do consider that, that the 
Department of Education in assessing the experience under the 
contract mechanism, give consideration to the San Francisco record 
and to the techniques that they used there and try to capitalize on 
those as much as they. can. v - 

Mr. Schnupp. If I may add, that was part of our recommendation 
that they study the San Francisco operation. 

Mr. Weiss. Thank you, Mr. Chairman. 

Mr. Simon. Mr. Erdahl? 

Mr. Erdahl. Just to follow up on our colleague from New York, I 
would think that there seems to be some techniques that would be 
transferable, because as you told us today, and we heard before 
about the default rates there is a wide disparity in different schools 
and different parts of the country. 

That brings to mind the question who is responsible for the col- 
lection of the loans, for the student is responsible. Who is the right 
agency? 
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Mr. Ahart. The responsibility is with the schools that adminis- 
ters the program of the loans for that school. It is their basic re- 
sponsibility. When they have followed through and tried what they 
are supposed to try and failed, they are allowed after 2 years to 
turn them over to the Department, and the Department then takes 
the responsibility to collect. 

Mr. Erdahl. Isn't that' 2-year default period or grace period too 
long. 

Mr. Ahart. Some people suggested to us that it was. 

Mr. Erdahl. I would think it would be too long. 

Mr. Ahart. You have a tradeoff to make. If the prime responsi- 
bility is with the school, I don't know what the judgment would be 
bs to how long we have to hold them to carry out the responsibility 
before we take over that responsibility from them. 

If you allow them to make one try, and if they didn't get paid, 
turn it over, the Federal Government would be involved in all of 
them. I don't know what the right cut point is. Maybe it should be, 
earlier and agai:., we suggested the Department of Education .con- 
sider that and if they feel it would be advantageous to allow turn- 
over under certain circumstances, that they propose legislation 
which gives them that flexibility. 

Mr. Erdahl. One of the **utions in our country that does a 
rather good job of collec* uns are the banks. Shouldn't the 
banks and financial instiw have some responsibility in collec- 
tion? It seems to me that tliey have a guarantee. We have a banker 
yesterday and he implied that it wasn't really a professional con- 
cern, it was a concern of his as a taxpayer and individual. But 
whether or not the student paid the loan back, they had a guaran- 
tee so the banker always got his money. 

It seems to me thajL we could put some accountability in that 
area as well. Would you comment on that? 

Mr. Ahart. Well, in the guaranteed student loan program as dis- 
tinguished from the National 

Mr. Erdahl. I am talking about the GSL. 

Mr. Ahart, Under GSL, the prime responsibility is with the 
lending institution to effect collection and they do have I think a 
somewhat .better record than the national direct student Loan pro- 
gram. But in the final analysis those are insured loans. 

I think most banks fc*iOw their ordinary thinking because per- 
haps the Federal guarantee does not follow quite as far as tney 
would if they were not guaranteed. But they are, and in the final 
analysis they can turn those over and collect the insurance on 
them if they fail to make the collection in the normal course of 
* business. 

Mr. Erdahl. It aI?>o seems reasonable, as^you have told us and 
your colleagues here, that wq have some responsible standards. I 
think you cited what the Veterans' Administration has done and 
Chairman Simon mentioned about the GI bill. You bring up these 
rather large instances. 

I wonder how really typical they might be of some person taking 
a course— I think one in your report took an accotmting course five 
times. Either that person should have gotten an A for tenacity or 
maybe he had an awful pretty teacher. I do not know. Whatever it 
may be, it seems to me that is an abuse of the system. 
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We talk about some schools being selective, they take only ihe 
top students in the first place, some of tbe private colleges do that, 
others I guess give the kids a right to flunk, give them" a .chance. 

I kind of like that idea open enrollment.. But how long do we 
go, past the sophomore year or something? It seems to me we 
should expect some type of a uniform standard to see that these 
people are not professional students. That is not what the program 
was intended to be. I think your points on that give us a challenge 
v/e should work on. 

Also, in another area you mentioned about contracting out to col- 
lection agencies, and also I believe you mentioned, Mr. Ahart, that 
a certain number, if we use a term around town, in the area of col- 
lection, were being RIF'd. • 

What is this number you said, personnel going from 9.00 down to 
400? 

Mr. Ahart. We are going down from 900 to 250, 1 believe. 

Mr. Erdahl. Would that slack be made up by contracting these 
out to the collection agencies, to^the bill collectors? 

Mr. Ahart. Basically that is the case. It would be a function to 
be done in the private sector under contract. 

Mr. Erdahl. I know there if> a great impetus in this towji to do 
everything in th,e private sector. But it seems to me as you have 
told us today, we have had examples in the west coast, the San 
Francisco office, we have some information about schools having 
records of 5-percent defaults, others over 41 percent, so obviously 
the techniques, the mechanism is there. v 

I just wonder, as a Federal agency, if we are being penny-wise 
and pound f„jlish. Going back in this area, personally I have a 
little difficulty— I speak as one menu.r of the committee—saying 
we should turn this over to some collection agencies. Some of them 
are obviously very responsible. All of us Jknow I think others have 
acted in an unresponsible, threatening, harassing way. I am not 
sure our taxpayers should be funding that type of operation. I am 
not trying to impugn collection agencies as such. 

Mr. Ahart. I am hot pe^^onally familiar with the contractual 
terms, in terms of how these collection agencies need to continue 
themselves to carry oat this function. I would assume that the con- 
tract—Mr. Schnupp might have some comments on it—that we are 
getting responsible contractors to carry out this (unction. I think it 
is a judgment and obviously it i>, between different philosophies as 
to how many functions and what kind of functions ought to be 
done with Federal employees as opposed to being oone under con- 
tract. 

I certainly do not want to referee that one. That question has 
been aiound for a long time. Sometimes cost is the ve:y basic con- 
sideration, sometimes it is not as important a consideration. In this 
particular case, contracts have in fact been let. They ware let in 
December. I think last week they started turning the case.: over to 
them. 

Mr. Erdahl. If I could interrupt, what percentage is the ivrtn, if 
you are aware, what percentage under contract does the collation 
agency keep? Do they keep a fee, a certain percentage? 

Mr. Ahart. They do. This is contracted for each of the three re- 
gions separately, the three regions that are the collection. points 
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In one of those contracts, I think the amount is going to be 38 
percent; the other, I think it is going to be around 24 percent. That 
will be the amount which will be kept by the collection agency to 
reimburse them and compensate them for their services. 

I think the Office of Education has come up with a kind of a\ ?r- 
age number of around 29 percent for all of the contracting togeth- 
er. t 

Mr. Simon. If my colleague would yield? 

Mr. Erdahl. Of course I yield to the chairman. 

Mr. Simon. I think, in fairness to the department, we have cre- 
ated this problem to some extent, We mandated when we created 
the Department of Education that they had to get rid of 500 em- 
ployees and they had io look around "Where can we get rid of 500 
employees?" 
'Mr. Erdahl. And they hire 500 consultants. 

Mr. Simon. Well, that is your comment, but I think we put the 
Department in a very awkward situation. My guess is we might 
meet with the leaders of the Department and privately they might 
yery well agree with the sentiments being expressed around here.* 
But they had to make a choice of where they were going to get rid 
of some people. Even though other people are put on on a contrac- 
tual basis, they had to meet the legal obligation. 

Thank you. » 4 . 

Mr. Erdahl. Thank you, Mr. Chairman, for sharing that. I think 
it is a valid point. 

One more question. I do not know 'if it comes into any of your 
reports here, Mr. Ahart, but wt> have heard, and I am not a lawyer 
familiar with all of the ramifications, but what about using the IRS 
as a collection agency, if I could use that broad term to describe 
them, sometimes? 

Mr. Ahart. Well, I do not know whether you would want to get 
the IRS into the business of collecting student loans. 

Mr. Erdahl. I do not mean abbut collecting them, I mean pro- 
vide the inform ition on students. 

Mr. Ahart. We have had discussions in the past, I think some 
programs do use it, are authorized to use the IRS as a locater, in 
other words, to find out where a person is. I think some use has 
been made in the past, I am not currently familiar with exactly 
where that stands. Perhaps one of my colleagues does with respect 
to the student loan programs. 

With taxpayer information, the Congress has always had the at- 
titude that taxpayer information as such is yery privileged data. I 
think that is correct. Everybody tends to resist, properly so, using 
the tax-collecting mechanism as a means to get at a lot of other 
kind of problems they would like to get at. * 

I think Congress should be wary of allowing access to this pro- 
gram or that program. I think ip some cases it makes a lot of sense 
where someone owes the Federal Government money, they would 
be*able to find out where that person is. 

Mr. Erdahl. That is my point. 

I think we do get into a dangerous area if people get some assist- 
ance, tax refund, and we say you are getting a refund and you also 
owe the government a student loan. Some people say let's get at it 
that way. 
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1 have uneasy feelings of where that might lead. But I think as a 
locator some of these schools, most of us have gone to a school or 
two, they keep track of the alumna when, they want donations to 
their school. 

Mr. AHAirrrMine do. 

Mr. Erdahl. I would think they would keep track oC their gradu- 
ates for purposes of collecting as well. 
Thank you very much. 

Mr. Ahart. Part of that, if I might just comment, part of that is 
a problem, some of the schools are a little bit reluctant about let- 
ters to alumni from whom they are also trying to collect donations. 

Mr. Erdahl. Thank you. 

Mr. Simon. Mr. Peyser? 

Mr. Peyser Thank you, Mr. Chairman. 

Mr. Ahart, in one way the testimony that you have given in writ- 
ten form is disturbing, and I think that is your job basically, as 
long as it is accurately, reflecting a condition that exists in the 
country on this nfatter of both adequacies of educational require- 
ments being met, to report repayment of loans, and the losses to 
the Government. ' * 

You have made certain judgments on this, you say, and I would 
like to be able to ttiake the same judgments as you did. 

I would like to, first of all, know what schools were involved in 
this process. 

Mr. Ahart. We can detail those. They are listed in our report. 

Mr. Peyser Is that report available, right here with the list of 
other schools? I did not see it. 

Mr. Ahart. I can show you a copy. , 

Mr. Erdahl. If the gentleman will yield, I was also looking 
partly out of curiosity. You mentioned sofne midwest schools had a 
pretty good record. I was curious which ones they were. I did not 
find it in the report. 

Mr. Peyser I am hopeful we are going to get that. I did not see it 
either. 

Mr. Ahart. On the academic progress standards report, we do 
list the schools in the report, on page 31 of that report. I do not 
know if you have it there. We list the seven 4-year public schools, 
4-year private schools; six 2-year public schools; one 2-year private 
school, a public vocational and a proprietary school. 

If you like, I can read those out or you can glance at it. 

Mr. Peyser This is on page 31, "Institutions Visited During 
Review." 

As I am making a rapid run through this, I find it hard to be- . 
lieve, but I do not see any northeastern schools listed at all here. Is 
there any partcular reason there is no school from the Northeast? 

Mr. Ahart .Let me glance down the list. It does not appear any 
of them are in the northeastern part,, of the country.. There are 
some in the Eastern site. I guess thejplosest one would be 

Mr. Peyser As I am looking I see Alabama, Idaho, Kentucky, 
Florida, peorgia, Illinois, Georgia, Missouri, Ohio, Florida, Oregon, 
Ohio, Illinois, South Carolina, Indiana, Georgia. 
* Georgia wins the ball game as far as the number of schools that 
you have looked at in doing this program. 
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First of all, I am wondering how do you take this as a repre- 
sentative listing around the country? I see practically no western 
schools, no northeastern schools, and I am wondering why this is 
the kind of list you think is appropriate. 

Mr. Ahart. We tried to get schools representative by type of 
school, we tried to get some geographic dispersion, although if you 
are only going to pick 20 schools, it is hard to get a sample that 
could not oe quarreled with. 

One of our considerations was obviously the economy of making 
the,„study itself. We did have the Seattle office involved in the 
study, out of-our regional office. 

Mr. Fulton was one of the principals. There was a tendency to 
try to minimize our travel costs as well in visiting these schools, 
and so on. > . 

I would if you like, Mr. Peyser, ask Mr. Fulton, who was involved 
in the study design and the sample of the schools, to detail for you 
the considerations and why we feel it \yas a useful judgmental 
sample in terms of trying to get a sense of conditions, even though 
we readily admit it was not a sample that was scientifically de- 
signed so that we could project the results with scientific validity to 
the nation as a whole. 

Mr. Peyser. I am having a problem with this, because what you 
are saying, I can just see the report, in the media of a condemna- 
tion of these,, programs based on schools that are not paying any 
'attention to educational requirements when you say under the Pell 
grants 20 percent of the Pell grant recipients and nearly 45 percent 
of the schools are not really paying any attention to academic re- 
quirements. 

I looked through this and I find, for instance, in the 2 year public 
schools and private schools yearly 50 percent of them are southern 
schools in just three districts. Now I do not think— in fairness, Mr. 
Chairman, I think that this kind of a report that is as sweeping in 
its statement as it is, that is confined to such a really comparative- 
ly less than half of the representative schools in this country in 
just mv geographic area, really raises the question as to the valid- 
ity or how much attention should be paid to this. And it is disturb- 
ing to me. 

I am delighted to know New York schools are not Jisted here. I 
am sure some of them have problems. I would like to know about 
it, but I would have to raise a serious question on this type of a 
report and I think any person in {he education community looking 
at this report would have to really raise the same kind of questions 
based on the schools you visited, the areas that they ran and the 
types of schools they are and, based on that, to pass a judgment on 
, all schoqls. 

Now, this list refers I gather to these schools here, just to the 
academic requirement question? 
Mr. Ahart. Yes. 

Mr. Peyser. Not to the repayment question or not to any of the 
pother areas? 
Mr. Ahart. Yes. 

Mr. Peyser. So we do not confuse this at all, if you are dealing 
with a guaranteed student loan section, you have raised some seri- 
ous questions there also on the guaranteed student loan. 
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Only some of 'these students get help from more than one source. 
They might have a Pell grant, they might be getting VA benefits, 
as well as have a guaranteed student loan. So. it is very difficult to 
make distinctions on the academic standards between those. 
* But let rite ask Mr. Fulton and we will do what we can. 

Mr Peyser. I wouldlike to qualify that a little. I would be inter- 
ested in knowing, for instanr , students on the guaranteed student 
loan who have no other benefits as to what their academic infor- 
mation in meeting those academic requirements would be and 
those that are guaranteed student loans with other benefits. 

Maybe there is something to be learned in that situation, be- 
* cause the problem I have with this report, one, as I have men- 
tioned, is thfcselection of the schools and the geographic distribu- 
tion and types of schools; two is a broad brush that seems to impli- 
cate all of these areas under the same problems and I do not think 
they are under the same problems at all. 

I think in close examination, we already know that the reoay- 
ment rat? does not at all coincide with the national direct student 
loan repayment rate or the default rate. I think we, would also find 
out that the problem you are citing, and I think *it is a problem 
that ought to be addressed, dealing with the schools not paying any 
attention to academic requirements and the results of the Pell 
grant students as Well is t,ort of being rolled into the whole pro- 
gram dealing with guaranteed student lo.,n as well, is a very mis- 
leading thing. 

/ I. hope that the media will very clearly define the differences be- 
cause with the administration s present effort of basically slashing 
the guaranteed student loan, eliminating graduate school students 
from even qualification, all gets tied into this kind of a report, 
which sort of says they are not entitled to it. "Look at what they 
are doing." 

So I, one, would urge that this reportjbe viewed, Mr. Chairman, 
Tn a very qualified way as bemg Very limited in its scope and very 
limited in its area that it preaching. Also we have to be very sure 
that these areas that we 'are discussing are separated and not 
' rolled into one package as this ^hole student aid program is sortof 
a disaster, because I do not bielieve it is. And at that point I will 
yield back my time. 

Mr. Simon* Thank you, Mr. Peyser. 

If I can just follow through and let me say we are grateful for 
the contribution that you have made, I think it is a significant con- 
tribution. I do think my colleagues make a point that we should be 
cautious about generalizing. * • • 

If I can have your attention, Mr. Peyser, I note the three schools 
in Illinois all serve the East St. Louis, Ijl., area, which is an arep 
that is the most troubled urban area by far in the State of Illinois, 
one of the most troubled in the Nation by ary statistical gauge. To 
generalize on the basis of three schools serving East St. Louis, you 
do not get an accurate picture. 

Let me say in fairness to these schools they are dealing with 
people who need special help and special assistance to be lifted. I 
am not critical of those three schools when I say this, but I think 
we have to be very careful before we assume a national picture on 
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ate knowledge. A 
Mr. Ahart. Could I comment on that? 
Mr. Simon. Yes. 

Mr. Ahart. I certainly agree with yoil, certainly we do not want 
to condemn and we did not have the intention to condemn every 
school in the country. What we- tried to do is to pick sample 
schools, judgmentally, ^give us a feel for what was happening in 
relation to the fact that we have the office of education, which in 
effect says you set your t own standards and we do not worry about 
it too much from that point on^ 

So you can generalize in the sense thx*t we have Federal pro- 
grams v which are operating which go to all kinds of different ' 
schools across this whole country, with billions of dollars going into 
support for the students in those schools, without a Federal pres- 
ence in terms of whether the schools have academic progress stand- 
ards or, if they have them,, whether of not they enforce-them. 

Now that, I think, is' the central point of our report. If we are 
going to have taxpayer money, Federal money support students 
going to schools, we ought also I think to have a Federal, responsi- 
bility \o see to it that the schools do have academic progress stand- 
ards and in fact enforce them. Now in that sens^; it can be general- ^ 
ized. / ~ 



Mr. Simon. If I can just fcay, I do not suggttrt that we should not 
'be moving in this direction. I think your report makes clfpr that 
we'do have problems., I am concerned about the generalizing that 
may tak§ place as a result of a report like this, that looks like the 
student loan and grant program, are just massively abused, which I 
do not believe is the case. .Where there are abuses, we have to 
move on them. 

Mr. Weiss. Would you yield just a* moment? 

Mr. Simon. Ye^. 

'Mr. Weiss. We got into this area because I had asked, I think, as 
to whettier any conclusions could be drawn from the 20 schools 
that were Selected, whether in fact that 45 percent, 9 out of 20 you 
had said, we/e not adhering to their own standards. 

I wanted to knovV whether that reflected universities and col-' 
leges, educational institutions of nigher learning auoss the coun- 
try, was that 45 percent apross the board, was it 3 percent, could 
you tell? s . 

\ had anticipated that your response would be, because of the 
manneivin which these schools were selected, that really they were 
only instructive as to the particular schools that were selected. In- 
stead, you said that you, were comfortable in suggesting that these 
were fikrly representative of schools across the country and that 
you could draw the conclusion that there is the same percentage 
roughly, 45, 50, 60 percent, across the country of all institutions of 
higher learning. 

Now on ine basis of what has developed in the questioning since . 
then, I wonder whether in. fact you want to stick to that position, 
since I think I heard you say somewhere along the line that one of 
the bases on which the schools were seleqted was the ease with 
which people on your staff could v get to those schools because of 
travel post restrictions. ** 
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I heard that accurately, did I not? < 

Mr. Ahart. Yes. I think you heard maybe something I did not 
state, if I said it I am sorry. What I tried to say, let me play it back 
and see-how~it=compares with-the discussion„we had. 

I said we carjnot, based on this judgmental sample, project with 
any scientific precision the decree to which the problem exists. We 
did make a judgmental sample, we tried to get different types of 
schools in different parts of the country, we did not try to get every 
part of the country, I did not add that before; I think we can.show 
front the sample, and reach a fairly valid conclusion that it is a sig- 
nificant problem. 

F went on to say that I do not know whether it would be 30, per- 
cent, 45 percent, 60 percent, based on this. But certainly it is sup- 
port, at least in my mind, it is a significant problem that from* the 
standpoint of the thrust of this report that the Federal agencies 
should have a means to see that the academic institutions do have 
academic progress standards and are enforcing them; that it cer- 
tainly is valid enough and precise enough to suggest that.that prob- 
lem does in fact exist and, yes, in fact we should do something 
about it. 

Mr. Weiss. I know, but again the question 

Mr. Ahart. I was not trying to suggest that 45 percent or 30 per- 
' cent or 60 percent was the right number. 
Mr. Weiss. That is a little bit better. 

The framework within which I asked the qyestion was in order 
for us to come up with a valid response, a valid answer. We ought 
to have some clear idea of the extent of the problem and I was con-- 
cerned that on the basis of the information that you gave us, of 
these 20 schools, as given to uc, did not provide that kind of speci- 
ficity. And as I understand your testimony at this point, you are in 
essence now saying the same thing, that in fact— and correct me— 
this is the conclusion I draw, that before I come up with any kind 
of formula or regulations or law mandating anything on anybody, I 
would really want to know a little bit more about what is happen- 
ing across-tne-broad range of schools^ perhaps scientifically select- 
ed, before we do that. I would like your response to that. 

Mr. Ahart. Again, I do not think wet are suggesting that the Fed- 
eral Government jAefine exactly what any one individual school 
ought to have. Wr ire suggesting that the Federal Government re- 
quire that the school have some standards and that they be reason-* 
able. There would obviously bo room for variation. 

If you have an open admis^ons policy and the philosophy of that 
institution is to give everyone a chance to come in, certainly they 
would not have the same academic requirements perhaps the first 
years Harvard University would have to stay in that school. But 
reasonable ones should be set by that school. 

I do not think by any stretch of the imagination you would have 
one that would allow somebody to stay in school 5 years and prog- 
ress to the point of being a second-quarter sophomore. Now it is in 
that ball park someplace. 

I think again in terms as I answered the chairman, I think we 
have sufficiently demonstrated in the educational community, who 
I think agrees, and the Department of Education agrees, that the 
problem is significant enough to worry about in the context of the 
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billions of dollars that we are making available through the Feder- 
al Government to support students. We ought to have some assur- 
ance that the institutions do have some academic progress stand- 
ards and that they adhere to those academic progress standards. 

Mr. Weiss. I do not want to go around again. It reminds me of 
the story I heard-when I was very young about the person who lost 
a nickel and looks under the street light to find it, even though he 
lost it on the corner, because it is brighter under the street light. 

If.you are going to go out and investigate schools on the basis of 
where your headquarters are located and where it is easier and 
cheaper to get to, I suu' ;jt that the answers you are going to come 
up with may be cor, .ment and cheap, but they "ain't" going to be 
accurate. 

Mr. Ahart. I wculd not want you to misunderstand. We designed 
the study to accomplish a purpose. The purpose was to see whether 
or not the problem was significant enough to worry about. 

Mr. Weiss. OK, I agree with you. It is a significant enough prob- 
lem to worry about. 

Mr. Simon. If I may interrupt this dialog because we have some 
other witnesses. 

Mr. Weiss. Thank you, Mr. Chairman. 

Mr. Simon. We appreciate your testimony and your contributions 
here today. We also will be submitting some additional questions, 
written questions we would like response to for the record. 

Dr. James J. Whalen, the president of Ithaca College of Ithaca, 
N.Y. 

Father Weiss, if you would want to join Dr. Whalen here. Father 
Weiss is president of Rockhurst College in Kansas City. 

Dr. Whalen, if we could hear frorn you first and both of you may 
proceed as you wish. We can enter your statement in the record; if 
you wish to summarize it it probably will save some time and we 
can dev6te more time to questions. 

. STATEMENT OF JAMES J. WHALEN, PRESIDENT, ITHACA 
COLLEGE, ITHACA, N.Y. 
Mr,. Whalen. Thank you very much, Mr. Chairman. I will try to 
be brief. 

My full text has been submitted. 

Mr. Simon. It will be entered into the record. 

Mr. Whalen. I do appreciate the opportunity to comment on the 
administration of't&s NDSL program at Ithaca College where I am 
president. 

I am also chairman of the board of CICU, the independent col- 
lege organization in New York State and speak on behalf of them. I 
have filed a full and detailed statement which you indicated will be 
included in the record. 

We at Ithaca Jiave had ,a good experience in NDSL collection, 
with our default rate ranging from slightly above 9 percent to 
slightly below 6 percent in the past 5 years. Last year it was 6 per- 
cent. 

The reasons for this moderate default experience are a combina- 
tion of several factors. 
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First, we are careful in the granting of loans. Our policy is to de- 
velop individual financial aid packages which reflect the need and 
ability of our students. We try to reserve loan dollars for students 
who, though needy, are the most likely to be able to meet their ob- 
ligations upon graduation. 

Second, we conduct an orientation process for loan recipients 
thai spans their 4 years of college and culminates with a personal 
exit interview which is required- for graduation. Jf theyu.do^JioL__ 
attend that exit interview, they do not get a diploma. We then 
employ our computer system to promptly generate bills and pay- 
ment reminders. 

When a borrower is more than 90 days in arrears, we use the 
services of an agency specializing in debt collection by mail. If de- 
fault seems apparent, we go to court, obtain judgments, and pros- 
ecute. If prosecution is not successful, we then surrender the obli- 
gation to the Federal Government in a tinjely manner, not years 
later, so that further collection attempts can be made. 

Each aspect of our program reflects our belief that students have 
serious obligations for the repayment of these loans and that we at 
the institution have a responsibility to conduct the program in a 
businesslike manner. In general I believe that application of these 
steps, careful lending, borrower orientation, prompt billing, rigor- 
ous collection efforts, and a willingness to relinquish bad paper to 
the Government will be of help to other institutions with serious 
default problems. 

However, there is another factor which must be takenjnto con- 
sideration when examining institutions with default rates, high de- 
fault rates. If an institution's location and mission tend to foster 
high enrollment of severely disadvantaged students, default on 
NDSL loans will probably be difficult to avert. 

The postcollege road for those who enter college with extreme 
economic and educational disadvantage may be difficult. Their abil- 
ity to repay loans on a timely basis is often hampered by problems 
in obtaining employment at salaries sufficient to support them. 

As you know, both the Department of Education and the Con- 
gress are now considering proposals to reduce the NDSL default 
rate nationally. While I believe these efforts to be extremely impor- 
tant, I am quite concerned with their timing and substance. 

The Department of Education in early January issued proposed 
regulations to deal with high default rates which are scheduled to 
become effective at the end of March. These regulations will, if en- 
acted, have a serious effect on many institutions. The sanctions 
against institutions experiencing high default include the follow- 
ing, if the default rate is between 10 and 25 percent: The institu- 
tion's Federal capital contribution will be reduced by the percent- 
age in default. If the default rate is above 25 percent, the Federal 
capital contribution will be cut off completely. 

While the spirit of these draft regulations is wise, it is my view 
that these new sanctions should be introduced gradually. It has 
been my observation over the past years that attempts to pressure 
institutions into improving NDSL collections have been sporadic. 
The bark has been much more serious than the bite. 

While the time is certainly here for some bite, institutions need 
room to plan for reduction or elimination of the Federal capital, 
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contribution. Proposing strjct sanctions in January and implement- 
ing them in March seems to me to be unwise. ..... 

Further, it should be kept in mind that reductions or elimination 
of the Federal capital contribution are punitive in nature, but the 
students in default and administrators responsible for poor collec- 
tion experience vyill not really suffer from those reductions. Those 
punished will be the young men and women who have not yet 
begun their college careers. 

"I have detailed my final concern with-these-draft regulations in 
my written testimony, but I would like to point out briefly that de- 
fault rates are calculated on the aggregate number of dollars in de- 
fault This means that an institution can have a poor history, re- 
spond to new policy, vastly improve collections and still _be many 
years in the process of bringing its aggregate default rate below the 
25 percent required for receipt of a Federal capital contribution. 

I fear that the draft regulations as they now stand would act 
somewhat like a debtor prison, once you get in, it is very difficult 
to get out. - . . 

In conclusion, I point out where, by intent or accident, over the 
past 20 years a variety of methods of financial assistance have been 
developed that speak to the variety of needs among college-bound 

students. - - „ , . „ 

Some students are able to work and perform well academically.. 

Others cannot do both. * 

Some students can be expected to obtain employment upon grad- 
uation which will make it possible to retire a heavy loan burden; 
others cannot. .. 

Some students are in college because we have a national policy 
goal to break the cycle of educational and economic disadvantage 
through access to postsecondary education. These students are the 
target of a substantial direct investment in what might be referred 
to as the society's future well-being. ' 

In education and legislation we need to be concerned about rec- 
ognizing the need to employ .various aid forms in this context of dif- 
fering problems and abilities. As you consider these programs 
during- the coming weeks, I he* you will not view them as a single 
sum of money to be distributed to college students, but that you 
will examine the interrelationships and the extent to which they 
make it possible for us to assist students in ways most likely to 
result in educated and productive members of society. 

I would add that it seems to me that the emphasis has been 
placed on the defects, not on the tremendous good that has been 
done for the students of this country. For each student who spends 
5 years obtaining two quarters, as I heard this morning, we have 
hundreds and hundreds of students who finish college in 3 years, 
doing an outstanding job. 

Thank you for this opportunity to comment. 

Mr Simon. Thank you very much, Dr. Whalen. 

[Prepared statement of James J. Whalen follows:] 
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Pkkpakki* Statement w James J. Whalen, President, Ithaca College, Ithaca, 

N,Y. 

1 want to begin my remarks by tUnklng the Chairman and members 0 f the 
subcommittee for providing me an opportunity to address what 1 consider to be 
art extremelv important i»mk>, the National Direct Student Loan program and its 
administration. 

In the Ch.urmin's letur, he~u,dicaled that the invitation was extended be- 



cause n.y Institution, I thai a woile»-, h.i * a successful program for collection of 
National Direci Student 1 o.m-,. No do have a good program and for several 
vrars have enj«.y<d tonsidei able success in avotdtng default by those graduates 
who borrowed money fi.ti. the College and the government through the NDSL pro- 
grain. 

I warn to firsi giw you an Idea of what this program means to Ithaca's 
students. This year, we hav* approxtmately 4,500 undergraduates at Ithaca, 
about 2.000 of whom are eligible for NDSL's. Of these, about 700 have received 
National Direct Student Loans. Our loan volume for the 1980-81 year was over 
one half rmluon dollars. Our average ioan was Si, 100 with a low of $500 and 
a high of $1,250. You should note th.it m spite of the fact that the loan 
ceiltng was increased to $1,500 annually "and $6,000 over four years, we have 
retained an $1,250 annual and *$5, 000 career loan ceiltng so that NDSL dollars 
assist the largest number of students. 

Since the program's establishment at the College, more than $10,000,000 
has been loaned and $5,500,000 collected or cancelled. Our default rate for the 
p*st year was 6.63%. 11 have for your convenience addended a list showtng 
our default experience over the past s years,) 

There are a number of factors which we constder responsible for this per- 
formance. 
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First, Ithaca College has approached the use of the National Direct Student 
Loans as. a pan of cur financial aid packagt for incoming students in a very 
careful manner. Wo tend to direct these dotlars to students who combine a 
genuine high need with a |>robubtlity for academic success,' special abilities and 
talents and a strong desire to attend the College. Consequently, these students 
ftave a high^prohabillty for success following graduation. 

1 do not want to suggest here that we lend NDSl funds to "low risk 1 
borrowers in the tradffionat^Garking sense, for that is not the case. r ^ 

In fact, elrffbilUy "for fi lanclal aid in most instances would suggest 
"high risk" in the banking scn*e. But ve do take into serious consideration the 
realistic pos* btlity il.at loan recipients will be able and motivated to repay. 
We believe that a motivated student is more likely to meet his or her obligations, 
whether academic or financial. 

A second factor in our loan granting process has to do with the extent of 

a student's educational and economic disadvantage. Our most severely needy 

students are often young men and women who will benefit greatly from their 

educations but who come from families with little ability to help them following 

i 

graduation. It is our belief that we should minimize the loan burden these 
students will be asked to bear upon graduation. Accordingly, for these students, 
we as a College combine direct grants, scholarships, work-study and state aid 
rather than relying u>>on substantial loans to finance their educations. " 

A third factor in our lending procedure has to do with personal comae 1 
between our financial aid staff and loan recipients. Throughout Iheir college 
careers, loan recipients are n. contact with the staff regularly and the staff 
reinforces the concept, ih.it \i lo.in is an obligatioji which must be met. 

c I will t'.rn now 10 ilie nutter of collection procedures. ' Prior to graduation 
every NDSl recipient is required to attend a personal exit interview with a 
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member of the burr's If the btudent docs not altcnd the interview, 

the student docs not receive a diploma. 

At the time of the tnteivtew, the student Is advised of his or her total 
NDSL obligation and presented with a form showing the optional payback plans, 
the tntercst schedule and the payment schedule. The student may then choose to 
repay the loan on a monthly or quarterly basis. The student is required, as 
a part of this interview, to complete a data sheet which gives us considerable 
information with which to track the Mudent in the event that he or she moves 
without notifying u«,. 

o l'|*en th*' ex|»iial»ou of the nine-month giace period following graduation, 
a firsi billing is sonvrated by our computer. Happily, the great majority of 
our students respond wUh a dieck. In the instance of those who do not, a 
second notice is generated in 30 days and a third in 60 days. These notices 
inform the deblo of his or her obligations and urge maintenance of a good 
payment record. 

If in 90 days the debtor has not responded, the account ts turned over to 
an agency whtch specializes In debt collection through nottftcatton. A 
sertes of tailored letters, five in all, are sent at two week intervals and the 
last letter advises that the maiter will be turned over to Counsel. (For your 
information, \ have addended copies of the billing notices, agreement data 
forms, and letters of advice to this testimony.) 

If this procedure does not yield payment or an arrangement for payment, 
we then proceed with formal legal 'action. In New York State, College Counsel 
handles litigation. Outside Uio state we employ the services of a collection 
agency. We are quite seriou;, about this process. For example, our controller 
advises me that hfc juried four ;udgmehts-against~graduates in default last week. 

This entire process is handled through the Bursar's office and ts largely 
mechanized. We employ one clerk and a few hours of student help to conduct 
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collections. The cost of icuiine account maintenance Is about $20,000 per year. 
The cost fer collection of accounts in arrears varies with the circumstances, 

It should also be noted that in accordance with the Fc dcxaIJ*glsUtions< - 
establishing NDSL. institutions arc permitted to surrender accounts In default to 
the Federal government for collection. The rationale for this is that the govern- 
ment may be more successful than the institution at collection. To do so how- 
" "evtf"r,~rcmoves~"the loan revenue ftom the institution's "loan pool" for future use. 
There is some reluctance. I believe, oit the part of *ome schools to surrender 
this "bad paper" in any quantity, thereby reducing their loan pool permanently. 
We. however, believe tli.il our nation procedures arc such rtiat by the time 
surrender of the oblation* to llw Federal government takes place, our pro- 
bability of collection is quite lov. We a.so feel that the students in default 
should not be permute to abrogate their responsibility to pay, Once our 
approach is unsuccessful, we bcllew the government should have the opportunity 
to collect. In recent years, we have sunendered more than $108,000 in defaulted 

loans to the government, which is also a contributing factor to our rclati _^y_ 

low default rate. 

Now, \ would stress here that in the opinion of our controller, financial 
uid officer and bur^r, the rigorous collection process is not the only variable 
responsible fa*- our r^p^M* d * raul1 rale ' Wc bellevc thal our SuCCCSS ls 
tl.c result of the three elements of oui program: first, careful utilization of 
loan funds at the outset; second, the establishment of clear expectations at 
the time of loan and upon graduation, and third, a prompt billing and rigorous 
collection procedure. 

I am convinced ih.it s»me of the problems faced by institutions with high 

^ela~ujt raTes ean t* successfully dealt nth through improvements of each of 

Qicsc^j^tAr-t^tr-prc^ That some institutions. 
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b ^**J>^ problems rc- 



gardless of ihc adequacy of prog rum adminiMr.ilion. If the K ic.n majority of «i 
Mudcnt population is severely educationally and euMiomually iii'.Aciv.inl«i<*«i a 
then ihe default rata* within thai popu! Hum* i>. » v , m: lo \ lC ,. x ircrnely iliiiu.ilt to 
control. This Is a standard argument, not because it is easy iu make or in- 
tended to play upon your largesse, but because it i«. u reality, hxpectit.i! un 
inordinately disadvantaged group of people lo "«»aU ,.ood" on mo,,ih|y or quuiierly 



payments when employment is difficult lo obtain, unemployment oxtrcmclv high 
and entry level salaries low, seems unrealistic. 

1 would like now to turn my thoughts to the matters of future Federal 
policy with regard to NDSL collections, and in particular, to methods rcconllv 
proposed to deal with institutions which do not enjoy the success rate* Ithaca 
has experienced. 

As I know you are aware, considerable attention has been focused on high 
default rates at insiltutlons throughout the country. 1 believe that this attention 
is warranted pnd I believe It is incumbent upon both governmental and institu- 

i 

tional leaders to do something about high default rates. I am. however, quite 
concerned about the manner in which this problem is to be addressed. " 

Last month the Education Department issued draft regulations intended to 
deal with the question of high NDSL default. These draft i emulation* renect a 
btirintroduced last session by the Honorable Mario RtagQi. Ihe provisions of 
both the draft regulations and Congressman Biaggi's bill are intended to solve 
the default rate problem. Simply put, if an institution's default rate is in 
excess of 10% but less than 25% a reduction will be made in the Federal Capital 
--Co^tr^^tloTrro^iTicir'"^^! fund for ihe current ycai in some proportion of their 
toial default rale. If an instiiution's default late is in excess of 25"*, thai 
institution will receive no Federal Capital Contribution. 
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1 have two problems with this tfppu »«Ji .is a method of revolving the de- 



fault rate problem. The first has to do w^th just who is actually punished by 
such action. Individuals who aie in defafclt ami institutional leaders uUo have 
tolerated high default rates will feel a "nppU* iff<il" ficm tbe?>c measures, hut 
Hie brunt of the punishment will be fell** by >oun»; ntfn and v-mun win* have nol 



monies are certain to take place. It would seem more responsible to expand 
and properly administer a self perpetuating loan program and make it just that, 
self perpetuating. 

A second matter of much concern to me in the proposed regulations has to 
do wtth the tlmtng of their introduction and the formula for their implementation. 

I recognize that for the past 50ver.1l yeais. the Id.ualion Department has 
been struggling to resolve the high default rate pioblom ami In*'. £»ven toiisulcr- 
able warning to institutions and » ff«Mrd <<>*mtiaii> ..) m.tiiMium 1 .<*ih 

inordinately high default rales. Hut my oU^ t v.humi is thai tin- onion. emi'Ut el 
sanctions has not been rigorous enough to have made "bches ci s M out of many 
college administrators. While it 1* ceit.iihly time to \;ot serious" about defaults, 
new sanctions should be introduced in .1 time frame which permits Institutions 
likely to suffer major reductions or cut-offs, an opportunity to determine how 
they will handle such changes in aid availability. To announce such sanctions 
tn January and implement them in March seems most drastic. 

The formula for sanctions in the draft regulations also seems quite pioble- 
matic. Institutional default rates arc calculated on the basis of the <ig&rcgat> 
number of dollars loaned which have come due, in relationship to the «ifcgrei;aii» 
number of dollars tn default. 
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An Institution may have experienced several ycacs of high default rates 
and that same institut on may have also addressed the problem seriously and 
made majcr headway toward better collection. Hut within the context of the 
aggregate numbers, the institution could lie sever.il ye.irs without further 
Federal Capital Contributions under the ptoposed formula. 

Suppose that Ithaca College had loaned $/.00.000 over the past ten years 
and had Sl60,000 In default. The rate of default would be £0 percent. Then, 
suppose that Thaca revised its policies and procedures an5 »n the following year 
on $40,000 loans coming due, reduced its default rate to only five pcrcem. The 
aggregate default rate despite the improved performance, would be 36 percent. 
If, for the next five years, $40,000 came due each year and the average default 
rate over the six-year period was onl\ 3 percent, the a ; ,grcfiatc default rate* 
would remain at 28 percent, >givcn the method of calculation. Despite vastly 
improved loan collection procedures and experience, the institution would stilt 
be denied any Federal Capital Contribution. 1 trust you can see that such an 
approach warrants some very serious discussion before it is enacted. In my 
view/it Is somewhat reminiscent of the ancient debtor's prison., You couldn't 
get out until you paid your deb^s, but you couldn't jViy your debts while you 
were in the place because you couldn't work. ' 

In summary then, we at Ithaca have been Micccssful because *e ha\c been 
^thoughtful m granting loa*ns, thorough in oui oiienhUton of loan recipients and 
vigorous In our collection procedures. 1 believe these approaches will be of 
some help at other Institutions but I do not behove thev are an answer ior all 
institutions. 1 would call upon this coinn nut «»ud oilui membeis oi U>no t ioss 
and the Kdue.it Ion Department .is well, lo hmciiiImi sh.ii no iw,» cdm .tiiv»ti.i( 
institutions, like no two constituenls, are exailly alike. We have difl«*nul 
student bodies, , draw from different communities of vastly differeni natures, 
have different fundamental missions and very different histories. 
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ITHACA COLLEGE 
NATIONAL DIRECT STUDENT LOAN PROGRAM 
DEFAULT RATE 



1977 


7,41* 


1978 


* 9,24% 


1979 


5.81% 


I960 


6.63% * 


1981 


7,54% 



NDSL BILLING MESSAGES 



First Payment Notice 

The first payment on your student loin will be due In 45 days, 
Review statement and enclosure carefully to ensure that you 
receive the full benefits allowed. 

Current 

An additional months Interest will be charged on all payments 
received after (date) . 

** # 

30 Days Past Due 

Delinquency Notice: You are presently delinquent on your account. 
Please pay the amount of this statement. w 

60 Days Past Due / 

You are presently 45 days delinquent oh your account. If payment 
1s not received within 15 days, a hold will be placed on all requests 
for Information from the College, on your academic records, Including 
requests for,transcr1pts. 

90 DayTpast ~Due~ ~ — - — - 

United Compucred Collections five letter program 
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ITHACA COLLEGE / (/t 

DM April 20, mi 

jy. ^ NDSl ftorrowers ^ 

lursar's Office /NDSl Section 
Phone: 274-3132 

Re: NOSL Exit Interview Heetlnos 



Our records Indicate you are scheduled to qraduate this semester. 

Since you have received a National Direct Student toan, you are required 
to receive an Exit Interview prior to^ termination of your studies * • j 

This Interview Is a review of the NOSL Act and Includes a discussion of 
provisions for postponements, deferments, cancellations and repayment 
schedules; therefore. It Is important that you attend. 

For your convenience, we have scheduled three group meetings as follows: 

Wednesday April 29 at 3:00 p.m. RooirTT 101 

Thursday April 30 at 2:00 p.m. Room T 101 

Thursday April 30 at 7:00 p.m. Room F 101 

PUase plan to attend one of these meetings, since your diploma will be 
held until the Interview Is complete. 
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(ncl*t*d Is * ^Utfwnt e*d mastercard. I buy wil) In; Mitt tn you wry line « payment 
U 4u« amd wiUt tuccUl notlc*t. lh* current status (titt-il n.itsUndlng) U 1 your lo.»n{\) 
AituMri in iM bO&«i on thv leit-haod portion of vath 'tdtmnt. )hc Mount duv appears 
Mil* rltlil lite with principal and Interest, torrent *ui diHnqurnt. detailed separately, + 
tour* tn* master card with Mymemt « "* n f^iH' nrwitifMi 

A. RtMMit Urn - )W repayment schedule bvqlns nine convetutlvc months after you cease 
to b* (MHit i haff-tim* studtot. These nine months are a grace period durlnq which no 
Interest accru** and no paymot I* **- Interest begins 'o.accruc at t»>c end of the grace 
»«r led Mi your first My«wi "HI »t due one month later if you opt for a monthly repayment 
LlM or thrit «Mlhs IlUr If on * *>art*rly plan. Nymcnts wy be deferred or postponed If 
.you qualify (refer U paragraphs • I C). 

1. Monthly installments - 120**1*1 Nytcnts of principal and Interest or 
$1S. vhlchcvtr Is gr**t*r. 

Z * Quarterly Installments - <0 equal payments of principal plus interest 
on outstanding belanc* or $4S, whichever is greater 

Interest is computed it the rite of 3V per annum on the outsl«ndin9 balance. 0utstanain9 
InUrest Is deducted fro* oil payments; reminder is applied to principal. 

I. Deferment, *f Repayment - your repayment schedule may be interrupted interest free for' 

L Any period during which yoj are pursuing at least a half-ljre course of 
study at in institution of higher eduction. 

2. A period not to e»ceed three year* during wnich you are * member of ■ 

(i) U.S. Amed Torces 
(b) Peace Corps * 
* (c) VISTA 

' The deferment form ll on the reverse side of your statement. This form must be filed 
Annually as long is you claim such SJatus. • $ 

C. »oi t*onw»nt of tooayment - when partial cancellation (refer to paragraph 0) is P™*]"^ 
uoon oerfo^n^e (l.e Uacher or military service), and when your repaint schedule calls for 
Siff K cSltU* of th. yiar of service, you are eHgible or a •ostpone«nt 

of M/meni until the end of the service year. The postponement fom is also on the reverse 
sloe of your statevont. 

0. Camct llaiiom tff Repay ment - your loan may be excelled in part or in full if you qualify 
for on* of the c •leeor I es listed below: 



IS* 
1) Teacher 



2) Teacher 



Yearly Minimum 

Cancellab le ^u*Jj/*«lip« 

10t S0*£ a) loan granted prior 

to 7/1/72. 



b) Full-lime teacher 

c) for a complete aca- 
demic year 

d) Tn a public or non- 
profit elementary, se- 
condary schopl . or 
college 

1001 a-c) Mm* as Number otic 



Action to be Tjfcen 

4) tsf, beginning of servke 

ye-ir. complete reverse of 

statement form (postpow- 

ment section) 

b) At end of service year 

file completed form "Request 

for for ti«l Cancellation" 



*-M Sawe M Number one 



d) In a public or non- 
profit elettcnury or 
sccotvfjry school 
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fearly 

Tai • ,MU (MMllOU ' fciW«tjj31 Mien to bj Taken 

e) In • wheal with e 
h1pn concentration tf 
students fren Win. 
^ cmt fMllltf (etttr- 

•ined by U.S. CMit. 

SIMM* Of fOUvrftlOo), 

or far teethfnf handi- 
capped children * 

3) Teacher . 1S-J01 1001 $)^"" * r *' ,lH lftcr ••»> ^ " **"* r 

Vc) Sea* «s buaewr two 

4) Tucner 15t 1001 •) Umt is totter three i-h) Sane as hunter ant 

b-c) Same hwabcr ent 
4) In a hoad tUrt preert* 

5) miliary 12*4 SOX a) Loan fretted between e>b) Stat as ftaawr 

t 7/1/70 *rJ 7/1/72 one 

b) Cenpleted one calendar 
yetr tf active duty In the 
*> U.S. Anted Ftrcti 

S) Hillttry 12HX SOI •) lean trented efter e-b) Sena is hunter one 

7/1/71 

% b) Cenpleted mm cilonder 

year tf service In in eree 
ef hettlKtfts 

7) Nwwuwtly " 1001 i) Contact N0SL section, 

Disabled Ithece College, for details 

I) bankruptcy 1001 i) Seat es fetter six 

f) Doath 1001 e) Seas es Nutter six 

Prior to the end tf a year it cancellable service, e fem will be sent which you mtt cm- 
plat* one hive certified, Pert of your lotn will be cancelled upon return ef this fem providing 
yew hove not otcended the uncoil lb It 1 (nits. Core should be ttken to Insure thtt the cancel 1i- 
tie* fern It resetted ■reoptlv as delinque n cy U deteralntd fro* the, boil nnlna, ind not the one, 
or the otttoononent period. 

C. Sittli] *ovU1ono oneVor Conditio* 
. 1. Von ore permitted be accelerate reooyoent of your lean, In part or In full, et 
ony tie* without penally. 

2. Vow ere reeulred to keep the notion* 1 Olrect Student loon section infareed of 
, *ny chonfo or chejwjtt ef address. 

J. Vou ore responsible for ell attorneys foes end ether costs and chiroes necessity 
for 'collection ef. any amount not paid when doe. 

e. In the event yew fall to «eet a scheduled payment of my Installment out on 
your note(s). the entire impale belance Including Interest due end iccrued 
shell, at the option ef Ithaca Cerleee, hoc ant lemedlitely due end payable. . 

b. ShouU you net'be eble to oeet e payment for my reason, please keep us Informed 
as we nay be able to help you ana avoid unnecessary leeil ictlon. 

S. In dew Tort Stett, minority It not a defense for non-payment of loans orinted 
ftr educational purposes. 

lie hope this 1$ i cooplttt review ef ell the provisions of your Nitiontl Olrect Studtr.t Lotn. 
If It Is not, or If you are still confused, pletse can tut ut. Send all Inquiries to: 

hUSL Section 

bursar's Office *» 
, Ithaci College 

Ithiw, New York MftSO 
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IwrOWW IOM QUCSTtOHMJKE 

The follow* nt Infomotie* H needed to uo-date our records. Moose complete this 
ejuM t ImmIpOi 



I.D. f: 



Z) Sot. Sec. #: P»r. Uc: State: 

Nmoocr: 



3) 



Address: 



a) C rod it Cards: Nam: 2 _ Numh*»r; 



5) Auto Insurance: 

Carrier: Policy N^ter: 

t) Relative who* will always know your iddress: ' 



Address; 



7) Senior yeir room-wate^ 

8) Close College Friends: _ 



9) Ithaca College professors with whom you ire likely to keep in touch, 



10) Plons for the next two years: 



Signature Date 



». 
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ITHACA COLLEGE !MK 

MAIL TO; limSAAS Of FIC£ • NOSl SCCnOH • iTMACA COUtGE • »lMAOA, N • t<»» • PMONfc *74 3i« 





PAlNClPAL 
6ALANCI 




OUKTANOlNG 
•ALANCI 


















(• T«V «r<4« to *A» »0v« ItA*.* 



(Hit 


NOW. 


0»Mf« 


TOTAL 


Of UNOUf • I 








OfUNOUlNt 








CUftAtNT 
^NOfAl 








CUAftfM 








IS 







utatCMC»»M«AM t« ITHACA COLLEGE * NDSL FUND 

to ***ct it? proper cifrrrxeiinr irr c wcwr - 
t tmiUaftt* copy *im mt^itj 



lomtowtrs cof v 



■22. 



219 



UNITED COMPUCRED COLLEdiONS. INC. 



F.O. IOX 11350 CINCINNATI, OHIO 45211 




1T1IACA OmJHT. - JD108 



United CUiHicml Collections Procedures 



General. United Oarvucrcd Collections, Inc. will l>rovido a five lottor 
program consisting of an Dcprcss-Gram, demand letter and 
three third-party letters for the ND6L accounts. 

Submission of Accounts, Copies of the Student lou* bill will he used 



to send accounts to lilted Carpucred, 
The UCC nunber fran & bluo collection fonn v til bo written 
above the student name and address. 

Page two of the UCC form will be retained for updating the 
account. 

All account assignments and other cenmmicntions arc to be 
directed to: 



Updating, Stops, suspends and resunes will lx» made by sending the 
appropriate stub fran patfc two of the collection form. 
Address corrections and other clianncs may be handled by muro 
addressed to Robin KcHon Always refer t'> the UOC claim mrber. 

NOTE . Letters are run on Wednesday ouch week. All update information 
should be sent on Friday- l,°*st minute chmncs may be, reported 
by phone to Robin Keller at 1-80O-M 3-1351 . 

Reports. Every tw weeks a status report uUl lV mhI shu.tni* all account- 



currently active and any activity since Uk* last rejwrti 

This report should be retained :\s doci mentation o! the Collr,:o\s 
collection efforts. 

Suspended accounts will remain on the report until rcs\rrcd or 
stopped. ^ 



Mrs. Robin Keller 

United Catfxicivd Collections. Inc. 

P. O. Dox 11350 

Cincinnati, ai 45211 




-82-15 
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MR. JACK DANAHY . 
49 WOODMAN CIRCLE 
; WEYMOUTH, MA 02190 



NDSL^ACCOl'NT 101-8267 
AMOUNT: $125.35 

,YOUR NDSL ACCOUNT WITH ITHACA COLLEGE IS IN DEFAULT. 

THE PROMISSORY NOTE YOU EXECUTED GAVE THE COLLEGE THE 
RIGHT TO DEMAND IMMEDIATE PAYMENT OF THE ENTIRE PRINCIPAL 
BALANCE , ACCRUED INTEREST AND COLLECTION COSTS UrOE 
DEFAULT OF ONE OR MORE SCHEDULED PAYMENTS. 

YOUR CHECK, IN PAYMENT OF THE BALANCE INMCATJ.D AHOVE, 
MUST BE RECEIVED WITHIN FIVE DAY?. 

IF THERE IS A REASONABLE EXPLANATION FOR YOUR FAILURE 
TO MEET THIS DEADLINE, YOU MUST CONTACT THIS OFFICE TO 
AVOID FURTHER ACTION. 

ITHACA COLLEGE 
STUDENT LOAN OFFICE 
ITHACA, NY 14853 
607-274-3132 
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ITHACA CGL1.EG1: 

1 i h .u .1 . N i* u V t'\ I ii .m 



October 8, 1979 



Mr. Jack Danahy 

49 Woodrvan Circle * 

Weymouth, MA . 02190 ■ 

RE: NDSL Account H01-8267 
AMOUNT: $125.35 



Dear Mr; Danahy: 

Your continued failure to make paynent or contact us regarding 
your delinquent NDSL account is a serious matter. - - 

it » 

You liave been put on notice that, because of your default, the 
College has the right to require immediate payment of the entire 
principal balance, accrued interest and collection costs. 

In accordance with directives from UUtf, we hurcLv daiiand that 
you bring your account current within the next ten days. 

If you do not cenply with this final request-, your acco\int will 
be placed for collection. 



Very truly yours, 



Anne E. Hyland 

Bursar 

607-274-3132 



AEH:rk 
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United Compucrod Colloctlono, Inc. 

P O BOX W3SO 
ONONMVTX OHO 432lt 



October 22, 1979 



Mr. Jack Danahy 
49 Woodnan Circle 
Vteymouth, M* 02190 



CRiDITOR: Ithaca College 

Student Loan Office 
Ithaca, NY 14853 
Ms. Jean Hamil 
Ph: 607-274-3132 

AMOUNT OP DEEfT: $125.35 • 



Dear Mr. Danahy; 

In compliance with Federal Law 95-109 (15 United Stales Code 1601 
et. seq. ) , you are hereby put on notice that your delinquent account 
has been forwarded to us for collection by Ithaca College. 

Immediate payment of your debt will forestall further disposiUon 
of this matter. , 

Unless you, within 30 days after receipt of this notice, dispute 
the^ validity of this debt, or any portion thereof, this debt will 
be assured to be valid. If you, within 30 clays after receipt of 
this notice, notify the undersigned in writing that the debt, or 
any portion thereof, is disputed, wc will obtain verification of 
the debt or a copy of a judgment against you. Upon written request, 
we will provide you with the name and address of your original 
creditor, if different from the creditor listed above. 

Send payment today. To ensure prompt credit, direct payment to 
the above named creditor; or send payment to us. Be sure to enclose 
this letter with your payment for proper identification. 



Voy truly yours, 



W. L. Synmonds 
President 



WU5:rk 
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UNITED COMPUCRED COLLECTIONS, INC. 

r.d. irox nr • c , \«m o 



'Novurtjer 5 # 1979 



Nr. Jack Danahy 
49 Wboditan Circle 
Weynouth, MA 02190 



CREDITOR: Ithaca College 

Student ixjnn office 
Ithaca, NY 14853 
. Ms. Joan Hamil 

Ph: 607-274-3132 

AMOWT OF DEBT: $125.35 



Dear Mr. Danahy: 

: aitsr jaws casaar" - - - 

It is imperative that you make full pavnv>nt in id ^ 
easureprorpt credit, direct pa TO to the JKL* editor- 



Very truly yours, 



A. H. stiiuxnan 
Vice President 



AUS:rk 



AtttCN • AllANTA • I0SI0N 
(MUMIUS • 0A11AS • OUtOl! 
MlWtOW ♦ hUSIUICK • SANItANUKO 



""¥i?riA. ( Sff ,, l Sl .?!,«. < f H,U60 * «»«INNAII • C1IVIUN0 
• M/rSft' im • { IXlN^tON • lOSANGUK • 10UISVIIU 

VKlNGllltP • 1 AMI A • 101(00 • WJNUftMUMu 
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United Compucrtd Collection*, Inc. 

P O tOXtt350 
ONONNATL OHO 4SIH 



November 19, 1979 



Mr, Jack Danahy 
49 Woodnan Circle 
Weymouth, M* ,0^190 



CREDITOR: Ithaca College 

Student loan Office 
Ithaca, W 14853 



Ms. Joan llamil 
Ph: 607-274-3132 
AKXOT CP DEBT: $125.35 



Dear Mr, Danahy: ^ 

^cording to reports from our collection nvwjanont, their efforts 
have proved unsuccessful s in soliciting your cooperation with 
Ithaca College, 

Please he advised that I am notifying them as of this date that 
they may wish to contact their attorney concerning available 
remedies in compliance with federal and state law. 

I feel sure you will agree that immediate arrangements for payment 
of this debt is the best solution. Seixl payment today. To ensure 
prorpt credit, direct payment to the above namod creditor; or send 
payment to us. Be sure to enclose this letter with your payment 
for proper identification. 



Very truly yours, 



W. L. Syimoxls 
President 



WLS:rk 
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Mr. Simon. Father Weiss, we are very pleased to have you here. 
My original written statement this morning said Reverend Weiss 
was going to be commenting on the regulations. 1 thought it was 
our colleague from New York here. I asked if someone had tried to 
make him a member of the clergy. But it turned out we have a 
Father Weiss here. 

We are pleased to have you. 

STATEMENT OF REV. ROBERT F. WLlSS, PRESIDENT, ROCKHURST 
COLLEGE, KANSAS CITY, MO. • 

Reverend Weiss. I am pleased to be here. ^^^^ 

I am Father Robert Weiss, President of Jlpckhqrst College in 
Kansas City, Missouri. , * 

Rockhurst is one of the 28 Jesuit colleges and universities in the 
United States. And I speak today on behalf of the Association of 
Independent Colleges and Universities l and also the Association of 
Jesuit Colleges and Universities. I am also serving as President of 
the Independent Colleges and Universities of Missouri. 

In my written testimony I have given details of the status of re- 
payment of the national student direct loan program nationally for 1 
the NICU institutions and also for Rockhurst. 

I want to briefly note that our default rate a£ Rbckhurst for the 
most recent year, 1980, to 1982, is 5.56 percent. WS expect that that 
rate will be further reduced. 

Just to give you an idea* of the dimensions of our program, 
during that year we loaned $249,000, $188,000 came from collec- 
tions of our own outstanding loans that were paid back by stu- 
dents, and only $66,000, because of the reductions in the program, 
came from additional Federal contributions. 

Approximately 10 percent of our student aids, all student aids, 
exclusive of guaranteed student loans, come from the NDSL pro- 
gram. I am siire that the members of this subcommittee are well 
aware of the importance of this program in the total picture of stu- 
dent financial aid. - 

For myself I have always felt that student loans were ah espe- 
cially appropriate way to assist students in financing their educa- 
tion. I would like to single out just two reasons that I think are a 
particularly attractive way. 

First, it enables the student to share in the cost of their educa- 
tion and to repay these loans for the use of others later on. I think 
that is a very good way of financing. 

The second point is that it teaches the student early in life a 
sense of responsibility. It aquaints him or her with a method of fi- 
nancing that most Americans use to buy a house, buy a car, and 
which many businesses and our Government itself uses as a means 
of financing. Besides lhat, of course, the NDSL program really does 
help the poor students, those students who do not have access to 
the guaranteed student loans because of the problems of dealing 
with a banker, trying to get to those loans. * 

Unfortunately, as we all know, in the early days of NDSL there 
was a lack of clear understanding of the repayment obligation. The 
variety of forgiveness provisions, just simple unfamiliarity with the 
program, meant that really few institutions could do a, good job of 
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preparing studunts for this obligation and keeping the necessary 
records for the followup that would be needed to administer the 
program. 

I remember myself having to persuade many students and their 
parents that this was a good, sound, honest way to finance their 
education. And I think in trying to sell people on the loan pro- 
gram, in many cases^ people were given the impression that, well, 
this might not necessarily have to be repaid. Now that is jUst — I do 
not think we did that at Rockhurst, certainly not deliberately, but 
there was a lot of confusion, 

The elements of good collection Whalen has mentioned but I 
think they come down to three, the preloan interview. We stress 
with the student the obligatory nature of their paymont, we taiake 
clear vyhat is involved, and we obtain good background information^ 
on the student, his family, his grandparents, the addresses, job de-* 
scriptions, so that we can trace the student. 

Most of our loan defaults, especially the older ones, were "ue to 
losing track of the student. I think that is just a common projlem. 
They mpve so often that we just have no way of contacting them. 

Second then, we now keep close touch with the student, we insist 
on an exit interview when he leaves. > 

Third, we keep careful track of delinquencies and follow up on 
them. 

Let me mention briefly, since it was in your letter, Mr. Chair- 
man, that you were' interested in the cost to the institution, in 
1976-77 W2 had advanced the student loans $1,328 million, cumula- 
tively. Besides the cost of running the financial aid office, the inter- 
views in setting up loans for students, at that time we spent $1,157 
for collection agencies and about $5,000 of staff time, so about 
$6,500 to collect >oq n s. 

In 1980-81, when our default rate got down to 51/2 percent, about, 
<3ur total lending was $2,344 million; our collection agency costs 
were $7,549, and we had a full-time staff person working on this at 
a salary of $14,916. So we spent about $24,000 in direct institution- 
al costs in collecting loans, not in the process of giving loans and 
inverviewing, counseling students. 
Mr. Simon. And what was that total again, $1.5 million? 
Mr. Weiss. At that time our cumulative amount was $2,344 mil- 
lion. 

I would like to suggest that these proposed regulations to penal- 
ize those with 20- to 25-percent default rates and to stop Federal 
contributions where the rate is over 25 percent, although it obvi- 
ously would not affect us at Rockhurst, really ought to be reconsid- 
ered. 

First of all, it is too late in this cycle of assigning aids to intro- 
duce this kind of change. That has been really one of the problems 
in making these kinds of things effective. They are put in hastily, 
and the institution has to scurry around to manage to do what 
they can to recoup themselves for next year. This is the time that 
we should be awarding funds, not still hearing about ways that 
they are going to be analyzed. 

The second thing is that institutions and current students are 
being penalized by poor handling that either may haye been cor- 
rected or took glace a long time ago. 

; ERIC 
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Third, if these regulations are simply a means to reduce the 
budget, thtn I % think it ought to be'said and they ought— we ought 
not to use this kind of means to simply seduce the funding. 

As I suggested at the end of my written testimony which you 
have, there are at least two ways in which this default issue could 
be dealt with I think more fairly. 

First would be to use the 1980-81 academic year as a base and 
give a hyear phase in so institutions would really know what these 
regulations are going to be and they would have some opportunity 
to put in place good procedure for handling them. 
* Second, perhaps a better way, would be to revise the method of 
computing the default rate to base it on loans that were made or 
which come into the collection, phase during a more recent period, 
say the last 5 years. This would encourage greater diligence and 
would recognise the progress that is made. Right now it is very dif- 
ficult. You can turn these loans over to the Government but then 
you lose the possibility />f further use of that money. 

In conclusion, let «ie state that the NDSL and now the much 
larger guaranteed student loan program, really have made attend- 
ance at Rockhurst and the independent institutions all over the 
country possible for many students who simply would^ not have 
been otherwise able-to attend. 

Now the guaranteed student loan program is vastly larger and is 
extremely crucial for us. I was glad to hear Mr. Peyser bring out in 
the testimony that that program is operating well. 

]^e have learned a lot and I think that we can operate this in a 
way that it is an effective way of helping students. On the other 
hand, NDSL does provide for that smaller number of students who 
really do not have effective access to guaranteed student loans. 

I thank you, Mr. Chairman, for this opportunity and I certainly 
would welcome questions. ■ 

Mr. Simon. Thank you very much. 

[Prepared statement of Robert F. Weiss follows:] 



ERIC 2 3J 
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Prepared Statement or Rev. Hobkkt F. Weiss* President, Rockhurst College, 

Kansas City, tyo. 

Mr. Chairman and Members of the Subcommittee* I am Father -Robert F. Weiss. 
I am president of Rockhurst College, an independent liberal arts college in 
Missouri. I am here today on Behalf of the National Association of Independent 
Colleges and Universities, which represents 870 colleges and universities, 42 

state associations, and 28 special purpose organizations! 

o 

I am grateful for the opportunity to present testimony to the Subcommittee 
on the status of repayments in the National Direct Student Lo?n (NDSL) program, 
both at Rockhurst, and generally at all Independent institutions. I would like 
to share with the Subcommittee some of NAICU's concerns with the new Administra- 
tion proposal to penalize institutions with default rates deemed unacceptable by 
the Education Department (ED), and to relay to you the importance of this program 
to independent higher education. 

For most of the history of this program, the Department of Health, Educa- 
tion, and Welfare did littje to assist colleges in defining good lending prac- 
tices or assisting in collection activities. Approximately five years ago, HEW 
Issued regulations and guidelines to help colleges to reduce their default and 
delinquency rates. 

In recent years, both individual colleges and universities and the Federal 
government have .cooperated to reduce the rate of default in this program. But, 
on January 7 J-D published a Notice of Proposed Rulemaking (NPRM) in the Federal 
Register proposing to reduce and/or eliminate the NDSL Federal Capital Contribu- 
tion (FCC) for schools with certain default rates. Let me be clear that we are* 
not here advocating high default rates or poor lending practices, but rather are 
sugge f ,ving less onerous means of assuring just the opposite while continuing this 
very Important program. 
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The NOSL program was established under Title II of the National Oefense 
Education Act of 1958 to provide loan funds at poUsecondary educational > 
institutions in order for them to make long-term, low-interest loans to qualified 
students who needed financial assistance to pursue a course of study on at least 
* half-time basis. The federal share under the program 1s 90 percent — the 
Federal- Capital Contribution — and the remaining 10 percent is supplied by the 
Institutions. Institutions are responsible for making and collecting loans. 
This program marked the beginning of the federal government's efforts to provide 
financial assistance to students who sought higher education. It was I 
deliberate response by the Federal government to a perceived need that a greater 
number of Individuals should have access to higher education resulting in a more 
highly educated citizenry. • * 

This Federal acknowledgement of the need for a Federal role in tagher educa- 
tion has continued through the .creation of six other udent aid programs (Pen 
Grants, Supplemental Educational Opportunity Grants, Co »ege Work-Study, State 
Student Incentive Grants, Guaranteed Student Loans, and Parent Loans). These 
seven programs provide various forms of aid to a student through grants, work- 
study opportunities* and loans. 

When the NDSL program begap, obtaining a loan in order to finance one's 

education was not a»common nor comfortable action by most individuals. Yet, over 

the course of time, students have taken a greater role in paying for their 

studies at an independent college or university. Within the independent sector 
* 

of higher education, students rely on a combination of these three forms of. aid, 

and any variation in one form has a direct effect on the other forms. 

i 

According to data compiled 4>y the National Institute of Independent Colleges 
and Universities on undergraduate studer who receive at least one form of aid, 
37 percent received NDSLs in Academic V*ar (AY) 1979-80. The average NOSL award 
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for these students was approximately S800 in AY 1976-79 and AY 1979-80. The 
following table depicts by income level for both AY 1978-79 and AY 1979-80 the 
average NOSL award* cost of attendance, percent of recipients receiving aid, and 
percent of the student aid package that comes from the NDSL award. 

- M)k Award* for Dependent Undergraduate Students 
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The January 7 NPRM proposes to reduce the FCC for institutions with default 
rates greater than 10 percent and not more than 25 percent, and to eliminate any 
FCC to those institutions with default rates greater than 25 percent. An appeals 
process is provided for those institutions which may be able to show significant 
improvement in their default rates. In reviewing the Education Department's * 
"orange book/ which reports the default rates for all participating institu- 
tions, the following data was gathered regarding NAICU member institutions. 



# Comparison of NDSL Default Rates in Ay 1979-80 
for Alt Institutions and NA1CU Members 
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In order for the Subcommittee to understand how NOSL affects an Individual 
institution, I would like to share with you Rockhurst College's experience with 
the pro b . 3m during the last five years. Rockhurst has participated in the NOSL 
program for over 20 years. Our total enrollment 1s 3,000 students (of which 1600 
students are enrolled in the college's evening division or Master 1n Business 
Administration programs and do not receive NOSL awards). The majority of our 
students come from families with incomes below $25,000 causing them to seek 
assistance from the Federal government in order to help finance their education 
at an independent college. The total cost of education at Rockhurst College in 
1981-82 is approximately $6,300. Nearly all of our students who receive NOSL 
loans are receiving some other form of aid (either gift assistance — Pell 
Grants, SEOG, or the Missouri State Grant 'Program and self help programs -- work- 
study and loans). 

NOSL Program at Rockhurst College 

Amount Lent - Oefault 
umber of Students Rate 



Academic*^ 


Average 




Collections - 


Year 


Loan 


FCC 


Number of Students 


AY 1977-78 


$710 


$138,729 


$ 92,736 - 522 


AY 1978-79 


712 


154,670 


123,171 - 573 


AY 1979-80 


665 


143,246 


126,937 - 587 


-AYH980-81 - 


631 


104,127 


153,314 - 640 


AY 1981-82 


607 


66,005 


188,035 - 661 



$231,778 - 326 12. OX 

263,621 - 370 6.1 

256,961 - 386 5.7 

264,782 - 419 • 5.5 

249,107 - 410 (est. 2.0) 



This table demonstrate!; how important the NOSL program 1s to the Independent 
'sector of higher education. Even within the last five years, the number of 
Students seeking assistance^ from the NOSL program has increased and the average 
loan amount was decreased 1n order to respond to the reduced FCC amount while 
providing more Rockhurst students with some amount of needed NOSL loan capital. 
On average, in AY 1980-81 the NDSL award represents 10 percent of the student 
financial af d budget at Rockhurst College. Replacing any portion of these lost 
funds would be very difficult. 
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In addition, our default rate has steadily decreased from 12 percent In AY 
1977-78 to 5,5 percent in AV 1980-81. We are pleased that the NDSL' default rate 
has decreased in the last four years, and are continually working to reduce It 
even further. But this task has not been an easy one for either Rockhurst 
College or our students. At Rockhurst College, we have placed a great emphasis 
on pre-loan counseling sessions in order to Inform student borrowers of their 
obligation to repay. We belie. e it is essential to discuss with our students 
their rights, obligations, terms of their .loan, and allow the students to ask 
questions about this loan agreement. For roost students, Obtaining an NDSL loan 
is their first solo financial undertaking. Thus, we continue to place importance 
on the student/lender arrangement, and conduct exit interviews for those Rock- 
hurst students leaving in order to advise them of their future financial obliga- 
tion and rights. 

The Education Department contends that the proposed regulation is necessary 
in order to more fairly distribute the FCC. We believe that It is Important to 
ensure stability and accountability in the NDSL program, and that institutions 
should uphold th^ir part of the NDSL agreement with the Federal government when 
making and collecting loans. But we do have some concerns with this NPRM. 

This proposed regulation was published in the Federal Register on January 7 
with cormients due to ED by February 22. We understand that EO Is planning to- 
publish a final rule by mid-March. Currently ED is compiling the relevant data 
from institutional AY 1980-81 Fiscal-Operations Report and Application in order 
to calculate default rates. The rate of default In AY 1980-81 will be used to 
determine an Institution's FCC for the coming academic year. This process is 
expected to be completed by mid-March (when ED will send institutions .notices of 
tentative allocations for AY 1982-83). Thus, it appears that no matter when the 
final rule is published, institutions will suffer from the Education Department's 
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tardiness and stringent guidelines. Spring is the time to tell students what 
they can expect, not the time to finally learn of the si2e of the Federal grant. 
Let me remind you that in AY 1979-80 the average NOSL award represented 14 per- 
cent of the financial aid package for a student attending an independent college 
or university. 

A second concern of NAICU is the method of calculating the rate of default. 
It appears that some inequities may result for both institution and student. 
Some institutions have made few NOSL loans, yet ha/e high default rates because 
these few loans were left in the default state. Thus, students who choose to 
attend that institution may not be able to utilize the NOSL program because of 
past actions datirg back ten to fifteen years. It seems unfair to deny access to 
students now because of previous defaulters. 

It is also important to note that even though some institutions have had. 

default rates abov^ 10 percent in the past « ever since ED, in cooperation with 

colleges and universities, took more aggressive steps to reduce default rates « 

those NAICU institutions with default rates above 10 percent have reduced their 

default rates, and many to default rates below 10 percent. 

♦ 

The most direct effect of this proposed regulation will be on those institu- 
tions with default rates greater than 25 percent, but colleges and universities 
with default rates greater than 10 percent and not more than 25 percent will 
suffer reductions and possible elimination of their FCC. EO has not yet com- 
pleted an analysis of this proposed regulation to determine the amount of money 
that will be saved by reducing or eliminating some institutions' FCC, or the 
number of colleges and universities that will be most severely affected. NAICU 
believes it is important and essential for the viability of the NOSL program to 
reduce the default rates, but believes 'it is imperative to inform schools of the 
ramifications of this proposed regulation. 
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1 Independent colleges and universities have already s.ffered substantial 
reductions 1n NDSl funding. 

NDSl Funding Levels for Fiscal Years 1977 - 1981 

" NDSL Independent Sector Rockhurst 

- pi Sca i year Appropriation Allocation College FCC 



1977 $323.2 Million $120.7 Million $138,729 

1978 325.7 122.8 154,670 
1979 
1980 
1981 



*310.5 • 132.0 143,246 

286.0 116.6 104,127 

186.0 69.2 66,005 



As NDSL funding decreased, so did, for the most part, the share of NDSL funds to 
the Independent sector and to Rockhurst College 1n particular. The most drastic 
reduction occured when the NDSL appropriation was reduced 'from $266jnmion in 
FY80 to $186 million 1n FY81. In turn, Rockhurst College's FCC decreased by 37 
percent during that 'time period. Althouqh the number of borrowers Increased from 
640 to 661, the average loan decreased from $631 to $607. In fact, 1n almost 
every year, despite the level of FCC received by Rockhurst College, the nunb.er of 
students served by the NDSL program Increased as total dollars decreased. Even 
with the changes in student aid packaging in recent years, the NDSL data from 
Rockhurst College demonstrates that more students are in need of NDSl loans to 
help finance their education at an Independent college. 

Therefore, we brieve that while the proposed regulation 1s offered to 
penalize those institutions with default rates greater than 10 percent, its main 
purpose is to use the default rate Issue as a means to cut the cost of the NOSL 
program this year. We understand that the NDSL program may even be abolished in 
the FY 1983 budget proposals. Thus, even if some schools receive reduced FCC 
allotments and the authorizing statute provides a means for excess funds to be 
reallocated, it seems highly unrealistic that this so-called excess FCC will ever 
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be redistributed according to legislative formula. Every Institution suffers, 
regardless of their default rate. 

We believe that there are at least two possible ways of dealing with the 
default issue without putting undue burden on students and institutions and 
without having administrative actions used to reduce budget outlays. 

One way would be to use the information on the AY 1980-8) Fiscal-Operations 
Aeport and Application as a base year. Institutions would then be on notice that 
if their default rates are not below 10 percent or 25 percent by the time they 
submit the 1981-82 Fiscal-Operations Report, their FCC would be reduced. That 
would allow a one-year phase-in of the procedure proposed in the January 7 NPRM. 

A second 'approach would be to modify the method for computing the default 
rate of an Institution. We suggest that only those loans that were made or came 
into collection within the last five to ten years be counted in the formula used 
to determine an institution's default rate. This is'because some of the loans 
currently used in calculating institutional default rates may-hav rbeeTuT ~ 
default for 10 or 15 years during the earlier days of the program. This would 
allow some control on default^ rates,J>y requiring .institutions to exercise greater 
due diligence in making and servicing loans while not penalizing current students . 
for old practices. 

Mr. Chairman, I appreciate the opportunity to present these remarks and 
would be pleased to respond to your questions. 

Mr. Simon. Let me ask a general question of each of you 

First, what does it cost to go to Ithaca College and to Rockhurst 
CoHege assuming you are a resident student, not a commuter? 

Mr. Whaler $8,000, that is room, board and tuition/and books. 

Mr Weiss. Out total qost is $6,300, including all the things al- 
lowed in figuring tuition. Our tuition is actually $3,380, so it is a 
somewhat lower costlhstitution than others. 

Mr. Simon. You say $6,300 and $8,000. How does a student- let's 
say you come from a family where you are eligible for every stu- 

inTtitE?s? m, a StUdent PUt that togethe . r at y° ur two 

I come from a family with no income, $6,000 a year income and 
atyour^ m my dlstrict ~ how do we Put that together 

nn^n^M H T N rr Well, u We ^ have n a fil ? ancial aid office and we have a 
financial aid officer who is well-trained in the use and the abuse of 
these programs. 

I think the best way to answer that question for me is to say that 
we try to package a program of scholarships from Ithaca College 
grants and loans, loans where we feel the student has some ability 
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later on to pay. For example, the financial aid officer is somewhat 
sensitive to the fact that if a student is tremendously economically 
disadvantaged and perhaps educationally disadvantaged, and is 
taking on college maybe as the first member of that family, to 
saddle that student with a large loan program is to create a major 
problem. So we are sensitive to that. 

Let me give you a couple of figures that may answer you a little 
. more broadly. 

At Ithaca College we have about 4,800 students. I wrote down a 
few figures here. At the present time we have 940 students of the 
4,800 on Pell grants for approximately $950,000. We have 200 stu- 
dents on the SEOG program for $200,000. We have 1,300 students 
on Ithaca College scholarship money for $1.6 million. We have 250 
students on campus employment and we have guaranteed student 
loans for 2,800 students of $7 million, which gives you some idea of 
the way in which we look at the student and how we package it. 

I am not a financial aid officer expert. ^ ■ 

Mr. Simon. No. What I am really trying to do is to put together a 
package, if I were a student; if I am not a national merit scholar, I 
may struggle to get, a B and I have a family with limited 'ncc^. 
What it appears to me we are moving toward is to make it ex- 
tremely difficult for a family of limited means to go to your college 
and a heck of a lot of other colleges. 

I was reading the Chronicle of Higher Education the other eve- 
ning where they mentioned in Canada, of the foreign students, it 
used to be 30 percent were from the poorer nations, now it is down 
to 10 percent' from the poorer nations. 

My fear is— well, we are doing the same with foreign students in 
the United States, aside from our present problem, fthich is not in 
our national interest, it doesn't seem to me. But in a sense we are 
moving in that same direction with a developing nation within our 
^ own Nation. I am very much concerned. That is why your testimo- 
ny here today is appreciated a great deal. 

Mr. Weiss. Let me try to give you just a picture, a similar case at 
Rockhurst. * ._ _ 

First of all, of the $6,500, we aim at trying to meet, if they have 
full need, of trying to meet 85 percent of the need. We are fortu- 
nate in Missouri in having; the Missouri student grant program 
which of course incorporates the SSIG portion from the Federal 
Government. . 

But we would get $1,500 under that, we would give the maxi- 
mum under the Pell grant, which has varied somewhat, but say 
that is $1,500, $1,600, we would give $800 under work study and 
then a national defense student loan of about $1,500. 

Now if the student then— if that does not meet the need, we 
would try to give some Rockhurst money or guaranteed student 
loan moriey, but we would expect the student to achieve some of 
that, even though he is from a family that cannot give any aid 
themselves, the student would achieve some of that from work or 
other means. . . 

But as you say, we are getting to the point though wherein it 
these programs are going to be further reduced, it will mean the 
poor student won't have the opportunity to go to even a moderate- 
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priced institution like Rockhurst, which is less than the national 
average. 

Mr. Simon. In effect, that not only deprives the student but it de- 
prives your college of a mind and an economic mix that is impor- 
tant for the right kind of educational product? 

Mr. Weiss. JExactly. 

Mr, Whalen. You asked about— I can give you now an" example, 
of how we put a package together. Let's say we cost $8,200, this is 
an example. We would give $1,200 in college work study, $1,250 in 
NDSL. We do not give the maximum $1,500, we limit it to $1,250. 
The student might be expected to have $600 from summer employ- 
ment, $1,250 in a Pell grant, $1,000 in SEOG. 

New York State has the tuition assistance program which per- 
haps would give the student $1,800. This would be a student with 
great need. Still he has to come up .with the $600^nd $1,100, if that 
student were in great need and we were trying to keep him away 
from too much debt, we might package it that way. 

Mr. Simon. But it is tough. 

Mr. Whalen. It is extremely difficult to do and it is extremely, 
difficult now because of the flux. We are trying to look at next year 
and plan the financial aid package for next year and it is almost 
an impossible situation at the moment because we really have 
rather poor information on what is going to happen, what we 
\ might be able to expect. 
\ Mr. Simon. We cannot provide it right now. 
\Mr. Whalen. I know it is not your fault. 

Mr. Simon. I was interested, Father Weiss, in your suggestion 
that x we use the academic year 1980-81 fiscal year as another alter- 
native Something along that line appeals to me a great deal. 

Mr.Erdahl? 

Mr. Erdahl. Thank you very much, Mr. Chairman. 

As you are aware, and I will inform our two witnesses, it may be 
somewhat difficult for me to be completley objectiye about this 
whole business of student loans because we have three sons at St. 
Olaf College, a very fine private college that you are both a*vare of, 
in Minnesota. Again, it is an expensive venture for our family. 

A couple of things you have said seem so basic. We have had in 
the media and sometimes among our colleagues, criticism of the 
whole loan program. It seems so basic to do what you two have 
done. 

First of all, do a good orientation job, good selection process, a 
good followup, basically I guess what every banker does in making 
loans, He is careful about who he is getting and he does a good job 
of collecting. 

I wrote down here "keeping track of the students." Many of 
them are willing to pay but if they do not get notice, it is probably 
easier to pay the electric bill and other bills before they pay this 
one. That seems to be basic. 

I would just underscore this has been good positive testimony we 
have received. I thank the two presidents for being with us. I think 
it does underscore that these programs and this assistance is abso- 
lutely essential if we are going to help some students get a shot at 
education today. 
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As a member of the minority on the committee, I must confess'to 
a certain uneasiness with some of the programs that we have been 
asked to accept in the past because, as I think I mentioned to the 
committee yesterday, and some other witnesses, as we are under 
the gun to make these cuts, not only do we make economic judg- 
ment, we are also making a social judgment, as you said, Mr 
Chairman, at a $6$00 or $7,000 income. 

Without this assistance in a family, that means that son or 
daughter is not goi.ig to have a shot at a higher education. I do not 
think that we in this Congress want to be the instigators or, frank- 
ly, I will be blunt, supporters of a system that would do that. 

I just thank you very much for what I think is very helpful testi- 
mony that we can utilize as we try to defend, maybe restore or at 
least maintain some very essential programs in this area. 

Mr. Simon. We thank you both for your contribution very much. 

Mr. Weiss? * 

Mr. Weiss. Thank you very much. 

Thank you, Mr. Chairman. I apologize for not having been here 
for the testimony. I have another subcommittee that I had to run 
over to for a few moments. So I won't ask any questions at this 
time. 

I d$ want to express my appreciation to the witnesses. I have had 
a chance to just briefly scan the testimony. I will be reading it in 
great detail. I am sure this will be a continuing story unfolding for 
at least the balance of this year. 

Thank you. 

Mr. Whalen. May I make one statement? 
Mr. Simon. Yes. t 

Mr. Whalen. In response to what Mr. Erdahl said, over the last 
20, 25 years the Federal Government and colleges and universities, 
the educational community have been in, it seems to me, a partner- 
ship. We built a financial aid structure that is multifaceted and 
fragile, complex, and if we are forced to cut, as we must and as we 
have, I think it is tremendously important that that relationship 
between the Government and the higher education community be 
maintained so that we can communicate some of the problems that 
will occur, as you pointed out, and how that impact might be less- 
ened if we turn this dial up and this one down. 

NDSL is important for man^ of our schools. GSL is important for 
many of our schools. I am terribly concerned about the fact that for 
so many years we were in partnership. I hope that that partner- 
ship does not break down. We probably need it more than we have 
before. 

Reverend Weiss. May I add one word? 
Mr. Simon. Yes. * 
Reverend. Weiss. I really do believe that the GI bill was one of 
the best investments that this country ever made in terms of the 
return to the citizens of greater productivity and better education. 
Beginning with a NDSL program in the fifties, we have come a 
long way to satisfying the long-time American dream of access, 
which was mentioned earlier, and of giving students a choice. I 
think it will be a Cjatastrophe of great dimension if we back off of 
that. It is something that we, unfortunately, will not be aware of 
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next month or next year, it will be 10 years, 15, 20 years before we 
realize the seriousness. 

That is one qf the problems with these changes that are taking 
place Because it is advanced funding on these programs, most of 
them, we do not ndtice the effects right away, but we are dealing 
with something that I think is terrific and I atfi sure all of the 
members of the subcommittee who are so friendly to this are also 
aWare of the tremendous importance not only for our students and 
schools but for bur country. * 

Mr. Simon. Thank you both. . 

I may add, my concern is not only a quantitative one, but quali- 
tative. We may be putting the squeeze on your schools and the stu- 
dents sb that the net result is going to be great damage. The same 
Chrpnicle mentioned each of the last 5 years there have been three 
fewer volume^ published for university libraries in this country. 
That is not something that erupts into headlines, but it is an ero- 
sion that I fear may become too typical of what is going to take 
place in our country if we are not very careful. 

We thank you both very mueh. 

We Stand in recess until 2 p.m. We will at 2 p.m. have a joint 
hearing with the Subcommittee on Elementary and Secondary and 
Vocational Education on the social security reductions in student 
benefits. * » ' 

[Whereupon, at 12:07 p.m., the subcommittee adjourned.] 
[Material submitted for inclusion in the record follows.] * 
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March 9, 1982 



IM«i(l«^MlllM 



Ms, Margaret Henry " 

Office of Student Financial Assistance 

Room 4016, ROB 3 

400 Maryland Avenue, S.W. 

Washington/ D.C. 20202 



Re: 



NPRM Changes In Funding "Procedure* 1 for ' 
NDSL, CWS. and SEOG; Fed> Reg. 1-7-62 



Dear Ms. Henry: . » 

^ This will serve to supplement the statement filed Febru- 
ary 22, 1962, on behalf of our client, the Association of 
Independent Colleges and Schools ("AICS") In the above-cap- 

• tloned matter* 

Attached Is a copy of a form letter dated March 1976 
to institutional presidents concerning the disposition of 
certain NDSL program notes. It appears as Appendix J at 
page 209 of the current "Audit Guide, Campus-Based SFA Pro- 
grams, 6f f ice. o.f the Inspector General, June I960." The 
first sentence of the final paragraph on the first page 
states as follows: 

"Your institutional drfault rate will v be calcu- 1 
lated each year .on the basis of the annual fiscal- 
* operations report as of June 30. M 

We suggest that tnls letter supplements and reinforces 
the discussion In our «tatement of February 22, 1962, con- 
cerning the improper calculation of the default rate for 
NDSL as presently practiced. It particularly illustrates - 
default rates being based or the annual fiscal-operations 
report, the Instructions of which, ff carried out as .stated, 
utilize the "principal amount outstanding" rather than the 
•♦principal amount past due and In default" as the basis 
for the computation. .We continue to maintain that *"hls 
Is improper»and contrary to the regulations, as well as 
inconsistent with proper procedure In the semi-annual "Report 
of Defaulted Loans" In ED Form 574. 
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We hope thi* will be of assistance to you as you review 
the NPRM concerning NDSL default penalties. 

" ' * Respectfully submitted, 

THE ASSOCIATION OF INDEPENDENT 
COLLEGES AND SCHOOLS 
* \ 

Through its General Counsel , 
SACHS, GREENEBAUM 6 TAYLER 



By: 



Richard A. Fulton 



RAP/csd 
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DEPARTMENT OF HEALTH, EDUCATION, AND WELFARE 
OffKt OF I DUCAT ION * 
•UMUU Of ITUMNT l»»HAWCUU AMltTANCf 
WA0MM««TOM, ».C MM 

March 1971 



Dear President: 

The purpose of this. letter Is to transmit Instructions for the disposition of 
certain National Direct Student loan Program notes which have been 
classified as uncollectible, and to point out the characteristics of the notes 
which may be assigned to the United States, Any note which your institution 
assigns to the United States is assigned without recompense. In other words, 
your Institution forfeits Its Interest in any note assr*ned to the United States. 

All NDSL notes which are classified as uncollectible must be valid instruments; 
that is. they must contain proper signatures, and correct entries to amounts 
advanced and dates. For some institutions audits and program reviews may 
have already Identified defective or Invalid notes for correction. However, 
should such invalid instruments exist today, the institution which owns the 
notes must buy them by depositing into the Fund an amount equal to the un- 
.collected principal. It may. then proceed to attempt collection as if the trans- 
action originally Involved institutional funds only. 

Due diligence in attempting to obtain collections must be demonstrated. Subpart 
C oi the NDSL regulations covers "loan Collection - Due Diligence." Since 
this standard was published in 1«7«, you are not required to show full com- 
pliance with it for efforts made in prior years. However, reasonable efforts 
along the lines of this standard and Appendix 17 of the NDSL manual must be 
demonstrated to the satisfaction of the Office of Education. 

An important elective should be the conservation of capital in your Student 
lean Fund. Collection studies have shown that second attempts to collect 
on long overdue notes are frequently successful. Therefore, any delinquent 
note, no matter when the repayment period began, on which the slightest chance 
of recovery of funds still exists, should be retained by the institution and its 
collection actively pursued. Defaulted notes which are included in your report 
as of one 3une 30 would not be shown as defaulted In the following June 30th 
report if the note has been retained and the borrower has been brought back into 
repayment status. 

Your institutional default rate will be calculated each year on the basis of the 
annual fiscal-operations report as of June 30. Notes which have been assigned to 
and accepted by the United States will be Included in the basic default rate 
thereafter. On the other hand, notes which have been assigned to and accepted 
by the United States will be subtracted from your basic default rate to obtain 



•ft adjusted default rat*. This adjusted default- rate will be used as the basis 
Itr determining the effectiveness of your operation ol this phase of your 
pr^fton in comparison with other institutions. 

If you determine that you 'have valid ND5L notes on which due diligence 
has been performed, and there appears to be practically no chance of 
collection off these notes, you may then assign them to the United States 
. without recompense* ' 

An original OE Form Assignment of Defaulted Note(s) must be completed 
for each loan which you wish to assign to the United States, and be certified 
by an institutional official who has the authority to relinquish the institution's 
Interest in the note. A sample of this form is enclosed, md additional copies' 
should be requested in writing fromi 

Mrs, Florence V. Taylor 
Chief, Services and Collections Section 
i " Campus and State Grants Branch, DPO 

Bureau of Student.Flnancial Assistance 
U.5 ^li ice of Education' 
t Washington, D.C. 20202 

A copy of the Procedural Guidelines and General Information statement is also 
enclosed % 

Questions pertaininj to this matter may be directed to Mrs. Taylor on telephone 
number 202«2*M727. 



Sincerely yours, 




Director 

Division of Program Operations 
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STKTB UNtVKRaiTY 



WA|HJN«TONeMICt 



FEB 5S82 



Februar," 4, 1982 



The Honorable Paul Sloan 
U.S. Uouaa of Representative a 
227 Cannon House Office Building 
Wa thing too, D.C. 20515 

Dear Congressaan Simon: 

On behalf of Che California State Unlverelty, I wish to respond to the 
discussion in your hearing yesterday on the CAO report > "Students Receiving 
Federal Aid Are Nat Making Satitfectory Academic Frogress: Tougher S tender da 
aro Needed" and to tubal t the enclosure for the record. The California 
Stete Univereity ie the largest rystea of four-yeer undergraduate and 
greduete (Maters degree level) education in the United Statco. However, 
not one of our 19 caajmsee vaa included in the CAO aampling. We also 
have well-defined atandarda of academic progreaa In roietlon to eligibility 
for atudant aid. Satlaftctorv progreaa ia defined in tens of nuabcr of 
completed unite at paaaing gra daa. Pagca 46 and 48 of the enclosure from 
~ our Kan'ial of Financial Aid PoUciss and Procedures specif ie abactor* which 
must be Included and axcluded In the determination of completed unite, c 

c 

The failure to Include collagea and unlveraltlea such aa those In our systea 
supports tha criticism launched at the CAO. Unfortunately, the prcsa has 
publlahed lte artlclaa summarizing the" report. Since rcportcra aeldon 
rewrite their atories, the damage haa already been dona. However, we arc 
thankful for your action to publicly correct the record. 




erely yours, 

udlth S. Wort man 
Director, Federal Relations 
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MANUAL OP FINANCIAL AID POLICIES AND PROCEDURES 



B. SATISFACTORY PROGRESS AND GOOD STANDING 

U Federal = Defi m t ion. Federal -student a td regulations spccify~t1t.it "satisfactory progress" 
and "good standing" are determined in accordance with institutional standards and 
practices and that scholastic probation shoulu not disqoahly a student for financial aid if. 
according to the standards and practices of the campus, he is nuint iming satislaetory 
* progress in the course of study he is pursuing. 

2. CSUC Definition (for the purposes of deteriuimiig financial aid eligibility). * 

a. Full Time Undergraduate Student. Completion "of an average 12 unit* per quarter or 
semester attended during a I2 munth period. (Reference. Recommendation I j. 
Trustees Internal Audit Report No, 7W). 

b. Half-Time Undergraduate Student. Completion of a minimum average of 6 units per 
term during an academic yvnr . 

c. Full-Time Graduate Student. Completion of an average of 8 graduate loci units per 
term during a 1 2-month pcrhxl 

d. Half Time Graduate Student. Completion of a minimum average of 4 graduate level 
units per term per academic year. * - 

el Exceptions. On a case by Case basis, an exception to The above unit completion 
requirements may be made upon receipt of written recommendation from the 
Counseling Center, student's faculty advisor, or Financial Aid Advisory Committee 
as determined by local campus policy. Documentation tmu be retained in student s 
folder. If a student is recipient of an EOP grant, see Section 603-E-3-C. 

3. Inclusion In Terms of Award. When "satisfactory progress" or **good standing" are 
included in conditions for receipt, and retention of award, recipient must be given an 
explicit statement of such terms when award is made (SA 73-2o). 

C. ACADEMIC UNIT LOAD VERIFICATION 

1. Prior to the First Disbursement. Verification of enrollment in "the required" number of 
units must be made piior to the first disbursement. 

2. Prior to Each Additional Disbursement. Verification of enrollment cm at least a half-time 
basis shall be made prior to each additional disbursement wtthm a term. 



3 Census Date. Confirmation of enrollment m "the required" numbei oi units must be mailt 
for all aid recipients from census date until load loster print out a\Mnmm a\atlabk\ 

SOTV. If a student receives an LOP grant, see Section (>03 L-3 for unit enrollment and unit 
completion requirements. 

I). UNIT DROPS 

1 Prior to the Census Date. Executive Order No 171 permits withdrawal from coursvs(s). 
without rcstitctton or penalty, during a period established by the campus, which must be 
no later than the census date. If aid is disbursed ^pnor to census date, any unit drops not 
cleared through the financial Aid Office will b ( e identified m the required review of the 
census date unit load roster (see Section 30f»-D-^). 

I 

2 After Census Date A .system for autouutiv. UtVrral of students to financial Aid Offuc 
(or prompt nolilualion of unit drops) must be develop. d between financial Aid OO'uc 
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and appropriate campm otlicc(s) Mie I'iimikijI Aid Olfico shall lake appropriate and 
timet) lulluu-up action including reduction, cancellation, and/oi recovery ol award if 
recipient is njo longer carrying required numlwr of units (SA 73«2fi) 

a. (f student has been awarded Work-Study Kind*, lecoscry of any c^min^uclcrmmcd 
Id Ik hi excess or a revised financial .ml cligiluFTty >TiaH not be rcqucstcd tin lew the 
student misrepresented his or hci factual circumstances, iipon which the' eligibility 
for financial aid had been determined 

b, If Work-Study is reduced or cancelled, (lie employer >honld receive written 
* notification 

\\ ITHORAWALS 

1, Notificaliim of Withdrawal*. A &ystcm for prompt notification of withdrawal by aid 
recipients mmd Ik established between financial Aut Office and appropriate eampus 
oltiee(s). 

2, Refund of Financial Aid. The Atlidavit of Lducational Purpose, signed b> all recipients 
ot federal tu uds (SA 74-54). specifies* that such funds will be used .solely for expenses 
related to attendance at the campus. 

a. Amount uf Refund. Whether and to what extent a .student .shall be required to 
refund his aid depends upon length of time .student has been attending classes during 
the term and the judgement of the appropriate n vie wing official! s) as to the portion 
of the award rcqtmcd foi school-related expenses foi that tune. Rasis lor, decision 
must be fully documented It lequircd return! involves Woit Stud) iuuds already 
earned, see Section 30tvlk2',i and Ik ' 

b. Due Diligence in Collation l.fforls. If student cannot hi interviewed regarding 
repayment ol Joints (I.e.. studs ut discontinued class attendance without ol lie tally 
Withdrawing, or withdrew by mail), due diligence must be evidenced in campus 
efforts to collect any required repayment as follows r 

(1) Send letter to the student explaining financial obligations resulting from 
withdrawal and Mating that a hold Ids been placed on student'* records until 
Mich obligations have been cleared, (References: 1 SA 73 2(> and Sections 42380 
and 42381 of Title 5 of the California Administrative' Cede). 

(2) It student docs not respond, send a second letter (identical «to the first) by 
certified mad. return receipt requested. 

c. Delay of Loan Repayment. 1 1 loan was awarde d_ during tc rm shi dc M JViltt Jrcuu. 

repayment can Ik made m accordance with provisions of student's promissory note 
(i.e., immediate repayment of loan is not required unless in judgement ol the 
1 manual Aid Ollicc or the Husuic'ss Oflicc or both, immediate repayment should be 
required) Student .should rcccoc exit interview documents including the repayment 
schedule. 

3, Ulfeet uf Withdrawal on Completion of Required Number of Units 

a Do not consider units attempted and .subsequently cancelled by authorized 
withdrawal m deU running completion ol required average number of units 
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b. If a student has received a Financial Aid Waning Letter (see Section J06£ >» 
specifying a deadline for completion of units from a prewou\ term, the ilejithne 
shall not be affected by such withdrawal unless unusual etreuimtaneo (documented^ 
warrant special consideration. 

DETERMINATION OF COMPLIANCE WITH SATISFACTORY PROGRESS 
REQUIREMENT 

1. Checking Units Completed. At the end of each academic term, official records of units 
completed by all financial aid recipients must be checked promptly upon receipt of such 
records by the Financial Aid Office to confirm Hut the "required" number of units ha* 
been completed (SA 73-26) 

2. Interpretation of Grades (for the purpose of determining financial aid eligibility) 
a. Following shall be considered as units completed'. 

(1) *'A" through "D" grades- 

(2) "CR" (Credit) 

b- Following shall not be considered .is units completed. 

(1) M F" grades. 

(2) "NC M (No Credit). 

(3) "W" (Withdrawal). 

(4) "AIT (Audit). 

(5) M U" (Unauthorized Incomplete). 

c. Following shall temporarily be considered as units completed, with final 
determination as noted (Reference; Executive Order No, 171): 

(1 ) "RD" (Report Delayed). Registrar will replace with a grade as soon as possible 

(2) "SP" (Satisfactory Progress), To be replaced with appropriate final grade 
within one calendar year of date of first enrollment. 

(3) "I" (Incomplete). To be made up within one calendar year immediately 
following the cud of the term in which it was assigned. 

3. Notification to Student. The following procedures- shall be followed. 

a. At the end of c:ieh academic term, if a student foiled to complete at least a half time 
unit load, or was disqualified, a "hold" shall be placed on the next disbursement and 
the student referred to the Financial Aid Office. 

b Paeh term, at the fust disbursement, all financial aid recipients shall be provided 
with a copy of a general policy statement regarding satisfactory progress This 
statement shall remind the student or the "Agreement" signed at the tune -of accepting 
the offer, and of the required number of unih which must be completed to maintain 
financial aid eligibility Plus statement should also include .t warning that subsequent 
financial aid may be denied if that number of units is not completed within the 
academic year. 
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EXCEPTION. This statement need not be distributed if the Financial Aid Office' 
sends individual warning letters to all Undents who have not 
completed the "required" number of units at the end of each 
term. Such warning letter must include I) the "required" number 
of units which were not completed in the preceding term. 2) the 
required number of units which must be completed to maintain 
financial aid eligibility (see Section 30G-B-2), 3) the deadline for 
completing the deficit "required" units (see Section 306-F4),and 
4) the consequences, including probable denial of subsequent 
v financial aid. if the required number of units is not completed during 

the specified time period. (Reference: Recommendation l-j. 
Trustees Internal Audit Re, ^rt No. 73-3.) 

c. At the end of each academic year, the financial Aid Office shall notify all aid 
recipients with unit deficiencies of the number of "required" units which were 
not completed, and whether or not financial aid for the subsequent year is being 
denied or 'outiiuied on a probationary basis, 

4. Schedule for Completion of Required Number of Units. The following schedule is 
predicated Or the student's completion of an adequate number of units up tu the tunc of 
the Financial Aid Warning Letter. 



-Semester? - 



Quarter 



Unit Deficiencies 
at End of Temi 

EalL-. . 

Spring 

Fall 

Winter 

Spring 



Tcnns During Which Units 
Must be Completed 

. Spring.aiid. Summer 
Summer and Fall 

Winter* Spring and Summer 
Spring. Summer and Fall 
Summer* Fall and Winter 



5. Excessive Unit Deficiency. If the unit deficiency at the end of any term is so great that 
there is tittt*- probability that student would be able to make up the deficiency in 
required period of time, student must be advised regarding probability of discontinuation 
of aid in following term. 

6. Termination of Financial Aid. If it is determined, after review, (tut the condition; 
specified m the warning letter (see Section 306-F-3 and 4j have not been satisfied, the 
student must receive a written notification of termination of financial aid eligibility 

307. CONFIDENTIALITY OF ALL STUDENT INFORMATION 

"AH uvitimcuts, correspondence, aiul conversations between and among the aid applicant, his family, 
and financial aid officers arc confidcntut and entitled to the protection ordinarily arising from a 
counseling relationship." (Sec Section 10 1*1.) 

A. APPLICABLE LAW 

Since Section 22504.5 of the California education Code was repealed, the controlling taw js 
now the 1974 Family Lducatioiul Rights and Trivaey Act. sometimes referred to as the 
-Buckley Amendment". (Sec SA 75-K7. 20 U.S.C. 12J2g and 45 C.F.K. 99.) 

In pertinent part. Section 99.3 1(a)(4) of the Federal regulations provides th.it. 

t.t> An educational agency or institution may disclose personally identifiable 
ml ui malum Uom the education records ot a student without the written consent ol 
the pa out of the student or the eligible student if the disclosure is > 

49 Revised - June. 1977 
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OVERSIGHT ON CURRENT STATUS AND ADMIN- 
ISTRATION OF FEDERAL STUDENT ASSIST- 
ANCE PROGRAMS 



THURSDAY, FEBRUARY 4, 1982 

House of Representatives, 
Subcommittee on Postsecondary Education, 

Committee on Education and Labor, 

Washington, D.C. 

The subcommittee met, pursuant to call, at 10 a.m., in room 2261, 
Rayburn House Office^Builjding, Hon. Paul Simon (chairman of the 
subcommittee) presiding. 

Members present. Representatives Simon, Weiss, and Erdahl. 

Staff present. Marilyn IvlcAdam, majority legislative assistant, 
and John E. Dean, minority senior legislative associate. 

Mr. Simon. The subcommittee will resume its hearings. 

This is another in a series we are holding on the student assist- 
ance programs. It is appropriate that we conclude this particular 
series with a representative of the Student Loan Marketing Associ- 
ation, better known as Sallie Mae, Mr. Edward Fox. 

Sallie Mae serves as the secondary market for loans under the 
guaranteed student loan [GSL] program. This morning we will spe- 
cifically be hearing about the current status of the programs oper- 
ated by Sallie Mae as well as progress reports on loan consolida- 
tion, warehousing, and servicing of loans and implementation of 
the new authorities granted Sallie Mae in the 1980 amendments 
and the Omnibus Budget Reconciliation Act of 1981. 

The role of Sallie Mae has become increasingly important as the 
GSL program has mushroomed in volume. Since its inception in 
1973, Sallie Mae has invested over $4 billion in student loans. In 
the wake of anticipated changes in the GSL program, it is essential 
that SalUe Mae be available to provide financial and operational 
support to lending and educational institutions, State agencies, and 
.parents and students participating in the student loan program. 

We will also be hearing from other witnesses who will be telling 
us about the status of student financial aid programs and their im- 
portance to specific minority students. This knowledge is particu- 
larly important to us as we are about to receive the administra- 
tion s budget requests. 

Mr. Fox, we will start off with you. You may proceed as you 
wish. 
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STATEMENT OF EDWARD FOX, PRESIDENT, STUDENT LOAN 
- MARKETING ASSOCIATION [SALLIE MAE] 

Mr. Fox. I would like to 'thank you on behalf of our board and 
•our chairman for the invitation to appear before your committee. 
We have given you a lengthy amount of material. I think it an- 
swered most of the questions that were requested of us, so I won't 
go over all of that and repeat it. 

There are three points I would like to mention at the outset. 
Then I will take your questions. 

First, in the 1980 amendments to the Higher Education Act we 
were permitted and were encouraged by this committee and by 
those amendments to provide a program of loans to States in sup- 
port of their lending to students; itself as a primary or secondary 
market. That language was reasonably explicit. The comments in 
the report were explicit. But the Department of Education has 
taken the tack that there are some missing links in the legislation. 
If entities were to borrow from us, even though we finance our- 
selves on a fully taxable basis, looking at other legislation which 
was approved at that same time which would require that States 
that borrow only receive a half special interest allowance on the 
assumption they were coordinating the arbitrage profits associated 
with profits made from the sale of revenue bonds, in essence States 
have been told they cannot borrow trom us. 

We are very pleased that the leadership of the House and Senate 
has communicated with the Secretary, that that was not the intent 
of the law, that those who borrowed from us who were States 
should get the benefit of the full special allowance, and the States 
having difficulty marketing their bonds should have a secondary 
source of funds. 

I re er you to my statement which talks about that in some 
detail. Hopefully, in order to give service to the States, which was 
not an issue, which was supported bipartisanly in the House and 
Senate a year and a half ago, it appears we are going to need some 
legislative tightening in order to provide that acc mmodation to 
the States. So we look to you for that help, sir. 

Second, as you know, we are now selling our debt in the private 
capital markets which "was the intent of the 1980 and 1981 legisla- 
tion. An issue surfaced in which it appeared that entities which 
owed mone> to the Federal Government could onlj sell debt that 
was subservient to the Federal debt. That was not the intent of the 
original law. There were technical amendments approved in 1981 
with the support of the House and Senate,. That language has an 
expiration date of September of this year. I believe it was the 
intent of the Congress to review that, since it had come up on very 
short notice and to hopefully extend that so we would be able to 
finance ourselves. That, too, is an issue that has been dealt with at 
length in the material that I have given to you. 

Finally, one authority that was given to us in the summer of 
1981 as sort of a safety net, would permit us to make accommoda- 
tions or to finance programs that were created with loans that 
were not insured by the Federal Government. For example, if there 
were a need in a geographic area or a class of students were not 
eligible for aid under an existing program, Sallie Mae would have 
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Prepared Statement or Edward A. Fox, President and Chief Executive Officer, 
Student Loan Marketing Association [Salue Mae] 

The Student Loan Marketing Association (Sallie Mae) 
is a private, for-profit corporation chartered by Congress to > 
provide a national secondary market for insured student loans 
made by private or state lenders under the federally-sponsored 
Guaranteed Student Loan Program (CSLP) and Health Education" 
Assistance Loan Program (HEAL). 

By congressional intent, Sallie Mae is structured 
along traditional corporate* 1 ines , with total responsibilities 
in the hands of a board of directors and a management tean. 
The President of the United states appoints one-third of the 
21-membor board and designates the chairman from among the full 
membership. By statute,, financial and educational institutions 
are permitted to own shares of voting stock of the corporation . 
and each group elects one-third of the board of directors. 

Sallie Mae 'provides a broad spectrum of private and 
state lenders — commercial banks, thrift institutions, credit 
unions, state agencies and other primary lenders — with a 
source of liquidity. It offers such lenders the opportunity to 
sell student loans at cash value or to borrow additional funds 
to support their student lending activity by pledging existing 
loans as collateral, thus serving as a secondary market for 
student loans. 
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the authority to put in place financing for accommodations that 
might be made by a school, to a student or by a bank to a student 
that wasn't covered by Federal insurance or State insurance or re- 
insurance. 0 , . , 

This has not been something that we expected to occur relatively 
quickly. As long as the existing programs, the GSIP, NDSL, and 
other programs were functioning and students hadn't been disen- 
franchised, we didn't expect these alternative programs would be 
created or made available to students. So we have made no provi- 
sion to make such loans at this time. But it is a safety net pro- 
gram; so if students are disenfranchised, there would be other op- 
portunities for Sallie Mae to participate in such loan programs. 

All of a sudden we have started getting requests for information 
as to how such a program might work, particularly educational in- 
stitutions are reviewing the financial situation of their students 
and finding that many already qualified for student loan programs 
which are not Government or State supported. They are wondering 
if they can make loans directly on an insured basis or induce banks 
to make loans to students to fill that void. Those institutions are 
also coming to us and looking for credit in support of those pro- 
grams. . 

_ J_would Lookjp this committee for some guidance, because we 
have a limited amount" of resourcesTThere" are a number oHlifteK 
ent programs to which we can provide credit or support. The issue 
is, really, What does the committee think about the possibility that 
certain groups who may have been disenfranchised, as you set 
qualifying standards for your programs, seek other forms of credit. 
And, since we have the statutory right to offer some kind of credit 
in support of those students, what do you feel about the possibility 
that we may indeed be called, or may have to finance, or have to 
consider financing that kind of request? • m < 

What comes down in the next few months may create an even 
larger pool of students who are not eligible for guaranteed student 
loans or NDSL loans, and I have no doubt tHey will be looking for 
any source of credit they can find. That, to some extent, means us. 
Any guidan9e you can give us about these uninsured loan pro- 
grams would be appreciated. 

That is my statement, Mr. Chairman. 

[The prepared statement of Edward Fox follows:] 
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030, anic'nds^ti ti the ba^ic enabling legislation, 



the Higher Education Act of 1965, enlarged Sallie Mae's statutory 
program and, financing .author ity. Specific provisions authorize 
the corporation to consolidate or refinance student loans, to 
lend funds .directly to s£ate agencies where there is a certified 
shortage of ioan" capi itu t , and to serve as a direct lender in 
states vhetej there is alWvere student loan shortage. Various 
amendments; were included in the Omnibus Budget Reconciliation 
Act of 19BL broadening Sallie Mae's authorities as a prospective 
"safety n^ti" in support of student credit. These include the 
eight to purchase student loan revenue bonds and, with the 
approval jot the Secretary of Education, to be an insurer under 
certain ^r/ecific and limited conditions. A detailed discussion 
of these; Amendments can be found in the Appendix to tfris testimony. 



/ , In over eight^years ' of operation, Sallie Mae has 
provided: nearly $7 billion of support to lenders under the 
GSLP. >fjs of December 31, 1981, its investment of $4.8 billion 
in the pSLP was equal to approximately 25 percent of all insured 
student loans outstanding. 



, "J I Sallie Mae has worked with 1,200 lenders providing 
direct or indirect financial assistance to 2.0 million students 
in il states and territories. They include commercial banks, 
savings banks, thrift institutions, credit unions, educational 
institutions, states, agencies and state secondary markets. It 
has, assisted in financing statewide programs in 14 states and 
the' District of Columbia. 
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Sallie Mae oDtaini iunds tyr its operations primarily 
from the sale of its debt obligations. In recent years it has 
financed its activities principally through the issuance to the 
Federal Financing Bank (FFB) of debt obligations guaranteed by 
the Secretary of Education. As announced by Secretary Regan on 
May 7i 1981, Sallie Mae has begun borrowing in the'public markets 
without the guarantee of the ^federal government, 
i 

The corporation is expected to meet the same profit 
and loss standards, including a return on stockholders' equity, 
as a business without a government link. It pays full federal 
income taxes and has received no federal appropriations during 
its entire history. Sallie Mae is severing its ties with the 
federal government in connection with its funding activities. 
-K&--ob^e^-t-4-w«— i*-to— ach i »va-4 ts-pr-imar-y— sociaJUpu tpose-of-expanding^ 



ctedit in support of access to postsecondary education by operating, 
as a business organization subject to the disciplines and opportunities 
of the marketplace. As such, Sallie Mae considers itself to be 

a prototype for transforming a quasi-government organization 

i 

into a private sector corporation that functions efficiently 
and profitably while fulfilling its original public service 
purpose. 

During 1981, Sallie Mae provided $2.5 billion of 
secondary market suDDort for the GSLP, * dramatic increase over 
thei$1.4 billion in 1980. During the year the corporation's 
holdings of student loan related assets increased by 86 percent 
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ovei 1980. trom December 31, 1977, tnrougfi Dccemoe? Ji, mx, 
the corporation has grown approximately ten- fold from $500 
^million to over $5.1 billion. Sallie Mae purchased $1 billion 
Of guaranteed student loans in 1981* representing over 1400 
transactions from institutions in almost every state in the 
union. During 191k Sallie Mae expects to increase moderately 
its dollar volume of loan purchases against the 1981 performance. 
Warehousing advances (loaned totalled $1.4 billion in 1981, a 
dramatic increase over the $811 million made available in 1980. 
This growth was caused by lessened liquidity in the banking 
system and high interest rates which, i.« combination, create a 
cyclical demand for loans Crom Sallie Mae. Lowered interest 
rates and the previous utilization of available collateral by 
lending institutions suggests that demand for this service from 
Sallie Mae will diminish substantially in 1982. Over $500 
million of lending in the Warehousing Advance Program in 1981 
was against collateral other than student loans. This authority, 
first contained in the 1980 amendments to .he Higher Education 
Act, permitted Sallie Mae to finance institutions that had not 
previously participated in the GSLP and permitted others that 
were lenders-of-last-zesort to borrow from Sallie Mae to assure 
access to eligible students. Additionally, Sallie Maa provided 
$t00 mill on of commitments , •> 58 institutions in 1981 to either 
purchase loans or lend at a future point in time. As of year 
end, such commitments, which arc contingent liabilities of the 
corporation, totalled nearly $1 oillion. 
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Sallie Mae was given the responsibility in the l5*bu 
amendments to put in place a Loan Consolidation Program for 
certain qualifying students relative to the National Direct 
Student Loan Program (NDSL) and the GSLP. Approval from che 
Department of Education was not forthcoming until late in 1981, 
resulting in a pilot program first being offered during the 
fourth quarter. Because of the lack of a usable data base to 
identify prospective candidates for loan consolidation* and due 
to an extremely time consuming and costly process of origination, 
results of our pilot program are just beginning to become available. 
A very preliminary response from high indebtedness graduates 
suggests a relatively modest interest in the loan consolidation 
opportunity. However, Sallie Mae is committed to providing 
loan consolidation to all qualified students and anticipates 
closing $100 million of such loans during 1982. 

Another program provided to Sallie Mac in the 1980 
amendments clarified Sallie Mae's ability to lend directly to 
states. The Department of Education has taken the position 
that states borrowing from Sallie Mae on a direct basis would 
qualify for only a half special Interest allowance. Many states 
have approached Sallie Mae during these difficult times it* the 
student loan revenue bond markets, seeking financing from Sallie 
Mae. The interpretation given to Sallie ♦Mae's authority, however, 
has prevented Sallie Mae from providing this assistance. Resolution 
of this issue is a critical necessity for the viability of 
programs in many state lending agencies. We are gratified that 
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me majority una nunomy ieadership ot the House and in? benate 
communicated with the Secretary of Education that the Department's 



position was inconsistent with the intent of the original statute. 
If there is to be a viable Loans to States Program, the Congress 
is going to have to amend the statute, and we leave that to 
your judgment. 



amendments to the Sallie Mae provisions in the Omnibus Budget 
Reconciliation Act of 1981, and the activities of Sallie Mae 
since enactment of these provisions. These amendments were 
designed such that if, as some feared, the Act's changes to the 
GSLP resulted in a reduction in lender participation, other 
alternatives would be available for student credit. In fact, 
the Conferees specifically intended that with regard to certain 
provisions "the authority given Sallie Mae is only stand-by 
authority". H.R.Rep.No.208, 97th Cong. 1st sess. 743(1981). 
Sallie Mae has not yet exercised any of the new authorities 
provided in the Act. In addition, two of the Sallie Mae amendments 
were designed to ccirect deficiencies in the language enacted 
in the Education Amendments of mOjrelative to Sallie Mae's 
financing in the private capital markets. You should be aware 
that recently a small number of institutions have identified 
groups of middle income students who are no longer eligible for 
the GSLP and have approached Sallie Mae for discussions relative 
to a secondary market for uninsured student loans. Given the 
possibility that the eligibility of graduate students and others 



Various questions have arisen as to the purpose of 
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as to its appropriate role in supporting student financing 
through non-federal Joan programs. , * 

We are appreciative of the support of the Congress in 
providing a technical amendment to Sallie Mae's enabling statute 
in 1981 which provided that M (t]he priority established in 
favor of the United States by section 3466 of the Revised Statutes 
(31 U.S.C 191) shall not establish a priority over the indebtedness 
of the Association issued or incurred on or before September 
30, 1982". This amendment has created a temporary waiver as it 
is limited to debt issued or incurred prior to September 30, 
1962. If this limitation is not removed before that date, 
Sallie Mae will find itself unable to finance its activities, 
to fund outstanding commitments, and to fulfill its congressional 
mandate o( providing liquidity to the student loan market. 

The most significant single development in the financial 
atea ducing 1981 was the negotiation of an agreement with Administr at lor 
Officials in March that set the basic course of Sallie Mae's 
funding activities in the future. In exchange for an additional 
$2 billion of long-term financing authority at the FFB (bringing 
the ^otal of such borrowing authority to $5 billion) the corporation 
a9reed to accelerate the time schedule for re-entry into the 
capital iw^cs to fund its activities. Specifically, the 
agreement called for Sallie Mae to end its borrowing from the 
FFB by September 30, 1982, or at the time a total of $5 billion 
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ot sucfc borrowings v*u outstanding. 5>allu Mae also agreed to 

enter the capital markets without the use of the full faith and 

credit guarantee of the Department of Education which was originally 

available until October 1, 1984. Working in concert with the 
* 

Treasury Department » this agreement provides a sound base for 
Sallie Mae to begin financing its program acquisitions without 
federal support, as intended by Congress. 

Sallie Mae began its reintroduetion to the public 
capital markets in May* 1981 # by issuing short-term discount 
notes. The notes have been well received by investors, often 
trading at lower yields than those offered by other agencies. 
Through December 31, 1981 » more than $4.4 billion of discount 
notes were sold and $420 million were outstanding at that date. 

, The corporation is currently in the second stage of 

developing alternative financing instruments. A three-year 
floating-rate security* indexed to the 91-day U.S. Treasury 
bill, has been designed and has recently been sold at public 
offering at a relatively attractive rate by an investment banking 
syndicate. This instrument has been structured to protect SLMA 
from certain risks, as the index for the interest rate and the 
timing of the change of interest rate are virtually the same as 
those of the corporation's program assets. In addition* a task 
force has been established to evaluate the feasibility of issuing 
a security in the tprm of a student loan pass-through or participation 
certificate. Also* renewed efforts were begun late in the ye 
to assess the opportunities for an equity issue. 
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fund its operations in 198*, as only $400 million of additional 
FFB borrowing was available at the end of 1981 and has since 
been taken down. The primary source of financing, if available, 
will be f loating-rate debt issued in quarterly public offerings 
of approximately $200 million. The corporation intends to rely 
on this relatively long-term, variable-rate debt, rather than 
on short-term discount notes, in spite of the somewhat higher 
costs anticipated from this strategy. It is important to maintain 
a conservative approach to managing Sallie Mae's affairs, given 
the corporation's high debt-to-equity ratio. Doing so will 
enable Sallie Mae to continue accessing the debt markets, and 
poaslbly the equity market over time as a result of a more 
stable earnings flow and a balanced balance sheets 

It is also possible that Sallie Mae will enter the 
Eurocredit markets in 1982 with a modest sized $50 to $100 
million issue of floating-rate debt to introduce the corporation's 
name to that potentially valuable source of liquidity. Although 
such an issue is unlikely to be indexed to U.S. Treasury bills, 
it is expected that being prepared for proper market execution 
will enable the corporation to tap this market at a propitious 
time and at a reasonable cost. Preliminary planning for this 
financing is already underway. 

Under its enabling legislation, Sallie Mae is subject 
to federal income taxes as a private, for-profit corporation. 
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Taxes on its 1981 income, both current and deferred, were '$14.9 
million. Since inception, Sallie Mae has incurred total tax 
liability of $42 million. After provision for taxes, 1981 
corporate earnings were $18.0 million. Dividends of $1.5 million, 
or less than eight percent of earnings, were paid to stockholders 
that are financial and educational institutions eligible to 
participate in the GSLP. The remainder was retained by the 
corporation and invested in further support of student loans. 



for Sallie Mae and other major holders of guaranteed studc * 
loans. Turing 1981, Sallie Mae increased from 5 to 10 the 
number of contract servicers acti.ig as agent to collect its 
loans and actively entered the servicing business itself. By 
December 31, 1981, Sallie Mae was collecting on over $100 million 
of student loans, or approximately 6 percent of the $2 billion 
of student loans owned. The corporation is in the process of 
developing its k own software system at considerable expense and 
hopes to have that system available and functioning, by mid- 
1962, enhancing its collection capability and efficiency. Student 
loan servicing continues to be plagued by a lack of commonality 
among "the requirements of the various guarantors which results 
in a plethora of differing routines in the collection system 
for each state. Hopefully, some method will be developed for 
encouraging uniformity where differences are not truly warranted. 
Other problems related to cost are ^brought about by frequent 
legislative change. For example, recent statutory changes have 
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created 7 percent and 9 percent loans, <inu tin* ^--•tiJit;* «f 
6,« 12, and 14 percent loans. This increases accounting and 
data processing costs. Other changes having to do with deferment, 
grace period, minimum repayment, eligibility and the rounding 
or lack of rounding of the special allowance to the nearest 
higher eighth of a percent, have required, the separation of 
loans for different treatment and, in some- cases, even the 
separation or the loans of a single borrower. This further 
complicates the system and increases costs. For a large holder 
of student loans, a combination of circumstances relative to an 
individual student can require some enormously complex solutions. 
The' process is additionally impaired by the rigidity with which 
regulations are interpreted, often differing in each of the ten 
federal regions. I would hope that the Congress takes note of 
the operational aspects of any proposed changes in the GSLP so 
that the intent of the change can be managed within the framework 
of the existing banking system. V/e would be pltw^d to discuss 
specific operating problems with which we are familiar for 
legislative review as you have requested, but would hope that 
other means might be found. For example, if, under proper 
controls, the Secretary of Education was given ^limited authority 
to modify certain of the express terms and conditions of the 
program if a cost/benefit analysis indicates savings to the 
government and participants, positive changes could be made 
without resort to specific legislation. Hopefully, user groups 
such as state agencies, banks, educational institutions, student 
groups, and secondary market makers could help in advising the 
Secretary. 
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L*idii9tts in trie igniting ana tinaiiciai services industry 
could have an impact on the GSLP\ We anticipate continued 
movement towards interstate banking and a continuance cf interstate 
and interindustry mergers. This trend is accompanied by continued 
interest in planning for Electronic Funds Transfers systems, 
debit cards and other financial services which will require a 
considerable amount of data processing support. We are not 
convinced that the financial industry is willing to commit 
large dollat amounts or to give first priority for changes and 
development of student loan systems. Additionally, we are 
concerned about the banking systems 1 willingness to commit the 
dollars to tha primary market in guaranteed student^ loans in 
the amount that current OMB and Department of Education loan 
volume projections for the next five years imply. We are also 
aware of the banking system's lack of interest in the parent 
loan program, primarily because of the high costs associated 
with immediate collection, the impact on other lending, and the 
probability of change. 

Another concern has to do with the deteriorated condition 
of the municipal bond market. The major participants as buyers 
have been commercial banks and insurance companies during the 
last twenty years. Commercial banks have significantly reduced 
their appetite for municipal bonds as other forms of tax-reducing 
transactions, such as leasing, have become available to them. 
Casualty insurance companies as a group are no longer making a 
profit and so do not have income to shelter through the purchase 
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oi tax-tree securities, itiat pucs> tin* ouruen on lhaiviuauAi 
and, since the 1981 tax legislation has reduced the maximum tax 
rate on unearned income from 70 percent to 50 percent, tax-free 
securities are less attractive. The result is a significant 
increase in the cost of marketing municipal bonds and, quite 
specifically, the cost of issuing student loan revenue bonds. 
Within the last thirty days one major state paid about 13 percent, 
all costs included, for a ten-year bond issue. To the extent 
that the market does not improve, many states who provide primary 
and secondary market services in support of the GSLf will have 
difficulty in continuing to provide service to eligible students 
and institutions. 

♦v* 

Sallie Mae will also be faced with considerably higher 
costs of funds in 1982, financing itself in private capital 
markets without the full faith and credit of the United States. 
There is also a question as to the amount of funds which will 
be available to Sallie Mae in the marketplace. Systems development 
and control costs and servicing fees as discussed earlier will 
also add to Sallie Mae's expenses. The reduced availability of 
funds, the high cost and higher operating expenses will, in all 
probability, result in a changing tole for Sallie Mae proportionate 
to the GSLP. 

The cost of funds to financial intermediaries, state 
agencies, and Sallie Mae is a function of the marketplace and 
will have to be managed in a sophisticated and, hopefully, in a 
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AMENDMENTS TO SALLIE MAE PROVISIONS OF THE 
HIGHER EDUCATION ACT ENACTED IN THE 
OMNIBUS BUDGET RECONCILIATION ACT OF 1981 



Various questions have arisen as to the purpose of 
amendments to the Sallie Mae provisions in the Omnibus Budget 
Reconciliation Act of 1981, the Postsecondary student Assistance 
Amendment Sit 1981 (the £ct), Pub. L. No. 97-35, Section 538 (d) 
and tha activities of Sallie Mae since enactment of these 
provisions. This memorandum will discuss each amendment, its 
purpose and the current activities or planned activities of 
Sallie Mae in .implementing each provision. 

The overall purpose of the amendments regarding Sallie 
Mae was to put in place a "safety net" for the Guaranteed Student 
Loan Program (GSLP) . These amendments were designed such that 
if, as some feared, the Act's changes to the GSLP resulted in a 
reduction in lender participation, other alternatives would be 
available for student credit. In fact the Conferees specifically 
intended that with regard to certain provisions "the authority 
given Sallie Mae is only stand-by authority" H f R. Rep. No. 208, 
97th pong, lit sess. 743(1981). Sallie Mae has not yet exercised 
any of the now authorities enacted in the AQt. In addition, two 
of the Sallie Mae amendments were designed to correct deficiencies 
in the language enacted in the Education Amendments of 1980, 
Pub. L. No. 92-318, relative to Sallie Mae's financing in the private 
capital markets. Each of the amendments will be discussed in the 
order they appear in the Sallie Mae enabling statute, Section 439 of 
the Higher Education Act of 1965, as amended. 



AUTHORITY TO DEAL 7N ^ON-GUARANTEED OR NON- INSURED STUDENT LOANS 

j 

In a time of reduced federal support for postsecondary 
education, it was considered possible that individual institutions 
might be willing or feel compelled to invest capital to create non- 
federal loan programs for student credit. These loan programs 
would not qualify for any federal subsidies. The Act allows 
Sallie Mac to support such private efforts by acting as a secondary 
"market , for such non-insured loans as it does for the GSLP. 

^ Sallie Mae has never envisioned that the level of non- - 
insured loans available to students would be very large, given the 
continued existence of the GSLP. Aside from broad inquiries from 
educational institutions relative to loans to students ineligible 
for the GSLP, Sallie Mae has not been approached for a warehousing 
advance jar the purchase of a portfolio of non-ensured loans, 
Sallie Male's normal secondary market activities. Sallie Map is 
not a primary lender under any circumstance ot^er than for purposes 
of the loan consolidation program. 
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with regulation and system development and collection c«u U. 
improved through simplification of the program brought about by 
the desire of the Administration and the Congress to move in 
that direction. 

Sallie Mae was established by an Act of Congress to 
meet a public service goal as a fully privately financed for- 
profit corporation. During its first eight years it has developed 
itself as a corporation with earnings and a balance sheet capable 
of supporting its social purpose with dollars that come, not 
from the federal Treasury, but from the private capital markets. 
Sallie Mae's development indicates that the private sector can, 
with some nurturing, create a vehicle to perform social services. 
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L IM ITED AUTHOR ITY_ TO FFlA'IDt; JV PK^PAM 0*' LOAN IMSU RANCF 

This amendment was designed &uch that if# and only if, 
eligible borrowers are seeking ana unable to obtain loans, and 
no state or nonprofit private institution or organization is 
capable of or willing to provitte a program of loan insurance, 
thv Secretary could enter mtt^an agreement with Sallie Mae to 
provide such a program. This provides the Secretary and only 
the Secretary with the flexibility to allow Sallie Mae # to become 
a loan insurer in the event of some isolated shortfall in student 
credit either in a state where no state agency exists or if a 
state agency becomes unable to carry out Its function. Sallie 
Kue was also authorized to become a loan insurer for the purposes 
of the loan consolidation program. The Conferees stated their 
belief "that this stand-by authority is necessary to assure that 
loans are available to all eligible borrowers, regardless of 
geographical location- Under no circumstances is this ^amendment 
to diminish the strengths and viability of new or existing state 
guarantee or nonprofit agencies." H. Rep. No. 208, 97th Cong. 1st 
sess. 743 (1981). * f 

, Obviously, SalU© Mae has no unilateral authority under 

this provision. Any program of loan insurance must be carried — 
out pursuant to an agreement with the Secretary. Neither Sallie , 
Mao nor the Secretary has requested such an agreement and none' 
exists. In fact due to the clear indication that such authority- 
was given only as stand-by authority, Same Mae has not requested 
an agreement to become an insurer for the loan consolidation pro- 
gram bjt, instead, has agreed with the Department of Education fnat, 
the Department will insure loan consolidation paper. 



AUTHORITY TO DEAL IN OBLIGATIONS ISSUED BY STATE A GENCIES OR 
, ELIGIBLE LENDERS " 

More than twenty states have becor,* dependent on the 
sale of student loan revenue bonds to support the GSLP in their 
states. This authority provides Sallie Mac with the ability to 
purchase such bonds, thus providing an additional pool of assets 
ta support revenue bond financing for student loans. This amend- 
ment to Section 439(d) in no way affects Sallie Mae's own financing 
authorities whic.h are clearly defined and limited yncer Section 
4 39 (h)'. * 

Pending the resolution of several complicated tax question 
Sallie Mae has not bought, sold, held,, underwritten or otherwise 
dealt with any such obligations. The only activity wh>ch 
Mae currently undertakes with regard to student loan revenue bonds 
is to provide underlying commitments to puichase the student loans 
made with the proceeds of the bonds. The same service, is provided 
by other private financial intermedial ies. . 
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A gl^ x ?XJQg^Tjn^ja^D op directors or sallie mac 

This amendment allows the fy>ard flexibility in authorizing 
activities for Sallie Hoe if the activities are "in furtherance 
of the programs of insured student loans. ♦.or will otherwise sup- 
port the credit needs of students." Sallie Mae's corporate existence 
is defined by Section 09 of the Higher Education Act* Whereas 
, most corporations have a charter with a corresponding provision, 
Sallie Mae's charter is Section 439. This authority is enjoyed by 
several other federally chartered corporations reflecting Congress 1 
determination that such organizations 1 charters should be broadly 
defined# leaving determination of corporate* activities ta their 
governing boards. 

, . This authority does not exist in a vacuum. Sallie Mae's 

Board, including public members and a Chairman appointed by the 
President of the United States, has the full fiduciary responsi- 
bility p£ any board of directors. The authority is limited by its 
own terms that any activities authorized must be in furtherance 
of student credit. Such activities that the Board could authorize 
would be subject to review by the Departments of Education and 
the Treasury^ as well as by Congressional oversight as provided in 
the statute. This flexibility allows Sallie Mae to respond to a 
changing credit environment for postsecondary education with new 
services or programs without the necessity of Congressional action 
but with accountability. 

STATS TAX STATUS OF SALLIE MAE OBLIGATIONS 

Since inception, Sallie Mae itself was exempt from state 
and local taxes other than property tax. This amendment clarified 
that Sallie Mae's bonds would be accorded the same treatment consis- 
tent with the law relative to other quasi-governmental corporations 
(WA, Federal Hone Loan Banks, Federal Home Loan Mortgage Corpora- 
tion, postal Service, Farm Credit Bank3, etc.), .This amendment 
does not affect the* federal tax status of either Sallie Mae or its 
bonds, both of which are fully taxable under federal law. * 



GOVERNMENT PRIORITY IK BANKRUPTCY 

This amendment was designed to provide that the government 
as a holder of Sallie Mae's debt instruments would in the event 
of bankruptcy stand equal with all other creditors. Due to Sallie 
Mae's extensive borrowings from the Federal Financing Bank, the 
existence of a federal priority effectively prohibits borrowing in 
the public capital markets, the intent of the Education Amendments 
pf 1980. The amendment was inadequate to perform its purpose and 
a temporary solution was provided in the Older American Act Amend- 
ments of 1981, Pub. L. No. 97-115 Section 18 (1981). This temporary 
solution ineffective only until September 30, 1982, and should be 
made permanent prior to that time in order to allow public borrowing 
by Sallie Mae. ' 
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Student Loan Marketing Associate [Salue MakJ^A Statement or Its 
Purpose, Function, and Opekating Progress, Fiaruary 1982 



Established by the 1972 Amendments to the H'jhor ^-jcation 
Act of 1965, the Student Loan Marketing Association (Sallie Mae) 
is a~T«derally chartered, privately owned corporation. 

"The Congress hereby declares that it is the 
purpose of this section to establish a private corporation 
which will be financed by private capital and which 
will *»rvs a* a secondary market and warehousing facility 
for student loans ... and which will provide liquidity 
for student loan investments." (20 U.S.C. Sec. 1087-2 



Shareholder owned and controlled, Sallie Mae was established 
to support the federal government's Guaranteed Student Loan 
Program (GSLP) . The GSLP is a program cf federal insurance or 
reinsurance for loans obtained J students from state or private 
sources. Under this program, students obtain credit primarily 
from private lenders with the government providing insurance 
against defaults as weil as interest subsidies to the borrower 
and to the lender. 

In 1976, the Health Professions Education Act established 
a program of federally insured loans to graduate health professions 
students, the Health Lducation Assistance LOan Program (HEAL). 
The firs 1 * HEAL loans were made in 1978. Sallie Mae is also 
authorized to provide a secondary market for loans made under 
this program. 3 

&>ngress created Sallie Mae in a manner similar to 
many other quasi-government corporations. The purpose in establishing 
a secondary market was to enhance the attractiveness of student 
loans to banHs and other primary lenders, thereby generating 
more private capital for the student loan market. Sallie Mae 
was intended to provide lenders with a source of liquidity — a 
national, accessible secondary market where lenders could sell 
their student loans or borrow (warehouse) on the collateral of 
those loans. Program users wore expected to provide the equity 
capital for the corporation and additional funds were to be 
obtained through the sale of government guaranteed debt obligations. 
The corporation was to use these funds to purchase or warehouse 
student loams. In this way, Sallie Mae would support the Congressional 
objective of maximizing private capital participation in student 
loan financing, insistent with the assurance of equitable levels 
of loan access . 4 borrowers. In meeting its responsibilities, 
Sallie Mae is subject to review not only by its t-oard of Directors, 
but also by the federal government and the Congress. This pattern 
of oversight requires. Sallie Mae tc balance its public and private 
"interesfs to assure * t rporate fin«Mci.»» objectives as well as 
program objectives *. fjpport of .he GSLP. In addition to statutory 
oversight and revf Sallie >'ae. in the conduct of its business, 
must abide by re<?i cions applicable fcr all holders of GSLP 
loa.i * including * s-2 of the Secretary of Education and the 
s»-ate and pt iva* gua$antee agencies. 
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Sallie Ma^'s status as a federally chartered, private 
corporation reflects two fundamental and complementary realizations 
by the Congress: first, that the public interest requires a 
viable and equitable system of student credit which will operate 
nore effectively with the support of a national secondary market 
and second, that a secondary market motivated by private sector 
objectives represents the least expensive and most efficient 
means of providing this support. 

While Sallie Mae has neither requested nor received 
any aporopn&ted funds, Congress did enable the corporation to 
borrow*, through 1984, with the full faith and credit of the 
United States supporting its debt. In 1973 and 1974, Sallie Mae, 
raised $400 million in the private debt markets as a new, untested 
corporation. From the establishment of the FFB in 1974 through 
I960, Sallie Mae has borrowed exclusively from this source. The 
Bank lent to Sallie Mae at- a rate higher than it paid for its J 
funds, thus generating a profit for the FFB. Congressional 
intent behind the Bank was that those entities utilizing the 
full faith and credit of the United States should use the FFB in 
the interest of a more coordinated and cost efficient approach , 
to financing. I 

In early 1981, Sallie Mae reached an agreement with | 
the U. S. Treasury Department to limit its borrowing from the 
FFB and reenter the capital markets without use of the full , 
faith and credit guarantee, by statute still available through, 
September, 1984. Under this agreement, the coirooration was ,' 
eligible to borrow up to $5 bullion on a long-term variable-rate 
basis through September, 1982. This debt extension program was 
completed in January, 1982. An additional result was the establ ishme 
of a Discount Note Program in May, 1981. During 1981, the Discount 
Note Program marketed by three major New York securities dealers 
emphasized short-term maturities and had an average outstanding 
balance of approximately $275 million. 

In the last week of January, 1982, Sallie Mae began 
its next major phase of funding in the capital matkets by issuing 
a three-year floating rate notw, publicly issued in the capital 
markets by a federal agency. This method of financing is the 
foundation for future Sallie Mae debt since its interest expense 
will vary in a similar manner to Sallie Mae's assets. While the 
first issue of this new security was a success, it is important 
to note the substantially higher cost of this source of funas. 

By statute, Sallie Mae's voting common stock Cun Oniy 
be owned by eligible financial and educational institutions, and 
the majority of its directors are elected by those sha» , S ers". 
Congress created Sallie Mae in a manner similar to sevei other 
corporations in that the constituency, for whom the corporation 
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was established, wu* ext/cctt-d to provide the undtilymq cspital. 
Sallie Mae raised $25 million in the private equity markets in 
1974 and as of December 31/ 1981/ total stockholder equity/ 
including retained earnings/ was approximately $68 million, 
Effective January L, 1981/ the corporation's Board of Directors 
may also authorize the issuance of non-voting common stock to 
the general public. 

The President of the United States appoints one-third 
of the twenty-one member Board of Directors and designates the 
Chairman fro- among the semfczrship of the full Board. S?Hie 
Mae's enabling legislation provided for the involvement in the 
corporation's financing activities of the Department of Education 
(only with regard to Sallie Mae's guaranteed debt financing) and 
the Department of Treasury. In addition/ the Treasury Department 
is required by statute to provide the President of the United 
States and the Congress with a report on Sallie Mae's operations. 
Sallie Mae also is required to transmit to the President and 
Congress an annual report of its activities and operations. 

In recognition of the Congressional intent that it 
5> exercise direction and control of the corporation/ the board of 
Sallie Mae has/ £rom its inception, provided an active stewardship 
over the corporation. This is in keeping with the determination 
of Congress to structure Sallie Mane along traditional corporate 
lines/ with total responsibilities in the hands of a Board of 
Directors and a management team. 

Sallie Mae's enabling legislation requires the corporation 
to balance its public and private interests to assure that corporate 
financial and program objectives are in support of the GSLP. 
Sallie Mae/ as a private, for-profit corporation, is not expected 
to assume risks which would have a materially adverse effect on 
the corporation's ability to operate as a viable secondary market. 
Identifiable risks to the corporation come from regulations, 
operations, and financial and economic fluctuations. Sallie Mae 
also 18 a public purpose institution chartered by the government 
to support national goals in the area of student credit, as 
such/ Sallie Mae is expected to play a leadership role/ witnin 
the bounds of sound financial practice, in encouraging and supporting 
lenders in the continuation o£ GSLP lending activity and by 
setting standards which are widely acknowledged as supporting 
sound loan origination and administration. 

An examination of Sallie Mae's program activities 
under its Loan Sale, Warehousing Advance and Commitment Programs 
reveals the extent of the corporation's support of the GSLP and 
the national objectives set forth by the Congress. Under its 
enabling legislation* Sallie Mae is authorized, pursuant to 
commitments or otherwise, to make advances on the security of* 
purchase or repurchase, serv*cei sell or resell, offer participations 
or pooled interests/ or otherwise deal in federally insured 
student loans or student loans that are insured by state or 
private guarantors participating in the GSLP. In 1981 Sallie 
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Mae was .minor iz^d to provide similar secondary narket services 
ioi nun- u^ured student loan*. Tht uwr^idt&on ia y* 
from dealing with institutions that discriminate 0 n the basis of 
race, sex, color, creed or national origin and from dealing with 
any comraerical bank with deposits in excess of $75 million, 
which requires a customer relationship with the student or his 
or her family as a condition to receiving a student loan. 

Under its' Loan Sale Program, Sallie Mae offers to 
purchase loans made under the GSL and HEAL Programs. The Loan 
Sal& Ftvgran provide* funds to lenders and, because the corporation 
utilizes a network of third-party servicing agents, relieves 
those lenders of the administrative considerations relative to 
loan servicing. Through its warehousing Advance Program, Sallie 
Mae provides liquidity to lenders against the collateral of 
their existing student loan portfolios or other U.S. Government 
issued or guaranteed obligations. By statute, institutions with 
advances collateral ized' by insured student loans must either 
reinvest all advance_proceeds into additional guaranteed student 
nbans or maintain a specified student loan portfolio level throughout 
the term of the advance. Institutions offering other collateral 
must fully reinvest all advance proceeds. Sallie Mae also 
provides the assurance of future funds through the issuance of 
forward commitments. These commitments, for both the Loan Sale 
and Warehousing Advance Programs, have enabled many state and 
private lenders to maintain lending arrangements through the 
assurance of continued student loan credit. 

The provisions of the Education Amendments of 1980 and 
the Postsecondary Student Assistance Amendments of 1981 provide 
a major challenge to the corporation. In addition to broadening 
the corporation's flexibility in meeting liquidity needs as a 
secondary market, Sallie Mae was also authorized to be active in 
the student credit market on a limited, direct basis. Specific 
provisions authorize the corporation to consolidate and refinance 
student loans, lend funds directly to state agencies where there 
is a certified shortage of loan capital, to serve as a direct 
lender or guarantor in states where there is a severe student 
loan shortage, to provide secondary market support for non- 
insured student loans, to purchase and underwrite student loan 
revenue bonds, and to provide s&ch additional services as determined 
by its Board of Directors to be supportive of the credit needs 
of students. 

\ 

Since inception, Sallie Mae has made available nearly 
$7 billion of support to lenders under the GSLP through its 
Warehousing, Loan Sale, and Commitment Programs. As of December 
31, 1981, Sallie Mae's investment of $4.8 billion in the GSLP 
was equal to approximately 25% of all student loans outstanding. 
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In iror*- than «• »<jh t or op**ra>ion, Salli* Ma<* hc»« 

worxed with nearly !,.<>0u lenders in bl stutes and tat r ltur les. 
Tnere institutions include cor-' rcial banks, thrift institution**., 
credit unions, educational institutions, state agencies and 
state secondary markets. Statewide programs are financed with 
assistance from Sallie Mae for the states of Colorado, Michigan, 
Minnv>otu, South Carol ina, Kentucky, Kansas, Virginia, Mississippi, 
Oklahoma, and West Virginia. 

Sallie Mae routinely does business with institutions 
of all types and sizes'. These institutions include money center 
and regional banks as well as community oriented banks and thrift 
institutions and state agencies. £ 

In ti rms of its business practices, SalJie Mae differentiates 
between hi*vrisk lenders and high-risk student loons. Sallie 
Mae dues n c purchase loans unless they have been otigmated and 
maintained in compliance with appropriate statutory and regulatory 
requirenents. However, the corporation does work with those 
institutions that are not in compliance to improve their understanding 
of these program requirements and generally has been able to 
complete transactions with most of them. Shi lie K^e believes 
that it has the responsibility to purchase portfolios of loans 
from lenders whose origination practices are satisfactory, even 
though some of these institutions may have shown relatively high 
incidences of default. As such, Sallie Mae*s portfolio contains 
an above-average number of loans made by open-access lending 
institutions. Many institutions have indicated that they would 
not support the GSLP without Sallie Mae standing by as a secondary 
market outlet for the loans they originate. 

* Not all primary lenders are willing or need to utilize 

the secondary market. For many financial institutions, the 
yields on these loans as well as other institutional factors 
encourage retention of student loans. However, kno ledge of the 
existence of an accessible secondary market provides confidence 
to these lenders should they wish to utilize Sallie Mae. 

Sallie Mae recognizes that as a secondary market, it 
has an important role in encouraging the primary market to lend 
to students in a nondiscriminatory and equitable manner. This 
understanding pervades Sallie Mae programs which reflect statutory 
requirements designed to encourage institutions to deal fairly 
with student borrowers. It is also reflected in the terms of 
the programs themselves, which attempt to balance the interests 
of londers and the needs of Sallie Mae in a reasonable fashion. 
Sallie Mae also is deeply involved in assisting several states 
in thei* efforts to encourage student lending activities through 
the development of a direct lending capacity or in the establishment 
of effective state student loan guarantee programs. In addition, 
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Salll* Mae actively promotes the us? of its secondary market 
services to the financial community in *^e belief that the* assurance 
of its support and participation will encourage the flow of * 
private capital into the GSLP. 

Sallie Mae is, under its Charter, a private corporation, 
governed by a Board of Directors in part elected by shareholders 
and in part appointed by the President. Sallie Mae's primary 
P ?t 13 t0 in, P rove access to student loan credit for 

eligible students and their parents who wish to finance a postsecondary 
education through the Guaranteed Student Loan or the Health 
Education Assistance Loan Programs. The corporation's position 
as a government-chartered enterprise implies a responsibility to 
encourage public interest objective consistent with sound financial 
practices expected of a private business. The pursuit of these 
goals, under its Charter, is fully consistent with the intent of 
Congress and reflects a balanced approach __o n _the_ part of Sallie 
o^the^SLP 931 " 3 t0 meeting its P ublic and Private goals in support 

February, 1982 
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SLMA STATEMENT OF FINANCIAL POSITION 
December 31, 1981 
(Millions) 



Assets 



Student Loans Purchased $2,071.5 

Warehousing Advances 2,754.9 

Cash and She •--term Investments ,J 168.2 

Other Assets 116.1 

Total Assets $5.171.3 



Liabilities and Equity 

Notes and Interest Payable , $5,095.4 

Othec Liabilities 8.2 

Total Liabilities 5,103.6 

Stockholders* Equity I §7/7 

Total Liabilities and Equity $5,171.3 



Committments Outstanding 929.5 
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Mr. Simon. You asked for our guidance.. Let me ask for your 
guidance What is your, feeling about what should be done on the 
uninsured loan situation? 

Mr, Fox. It appears there is a large number of middle-income- 
students, students from middle-income families who are going to 
find it increasingly difficult to get credit, particularly as the eligi- 
bility standards are tightened. I think a properly managed pro- 
gram, where perhaps Tie banking industry takes a L'uxier&hip rule 
and the schools participate, and where the credit risk is shared by 
all parties, probably could deliver a reasonable amount of credit in 
support of those students' needs. 

From a business point of view, I think a modest-sized program 
could be put in place, and it could be done in a way that would not 
be harmful to schools, banks, students, or ourselves. 

I think the question really is the priority. AVhether that group 
really has a priority as opposed to any other groups, or whether 
'the pool of resources should be shared. I don't think that is a judg- 
ment that I, as a noneducator, or somebody who doesn't allocate 
resources jn education, should really make. 

Mr. Simon. I guess one of my concerns is that we don't— you talk 
about shared responsibility here— that we both retain access in 
theory, but wi retain access practically, also, so that our system 
doesn't get so complicated. People just don't understand how we 
* ' proceed. 

I note the presence of the president of Wittenburg University in 
the audience. How we maintain a program so that a student can go 
to Wittenburg University—the student counselor in high school 
may not have or doesn't understand NDSL, and all the things we 
talk about. I guess that would be one of my concerns. 

Let me just t ask you, you have Md a chance, Mr. Fox, to take a 
look at the whole situation. If you. were restructuring, as we new 
are—this isn't going to happen, but let's just say if you were re- 
structuring the whok student assistance program— Sallie Mae 
doesn't exist, nothing exists— how would you proceed? That is a 
rather sweeping question, I realize, but you have had some reflec- 
tion in this whole area of what we are doing and where we are 
' going. « ; 

Mr. Fox. I think the first thing is to get a fairly good estimate of 
the resources that can be brought to bear by the Federal Govern* 
ment and the States in support r<f education. Then get a good 
census of those eligible for aid, and then make some judgment an to 
how you wish to distribute it in the least costly, and most efficient 
way that you can* Todaj we have not only a very, very large 
number of programs, but we have a complexity to those programs 
and a constant change which builds incredible cost. It is ultimatel} 
borne by £he consumer, which in this case is the student. 

I am not sure what the distribution mechanism should be, 
whether it should be some central authority. One of the big prob- 
lems I see in education is that the funds that are appropriated, 
whether it be for campus based programs or student. aid programs, 
is subject to change, reprioritizing, and schools never know from 
year to year what the totality of dollars going to education is going 
to be. So it is a very frustrating process for educators to try to get 
some kind of feel of what that flow of dollars is going to be. 
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In addition, thin h » like the endowment funds are subject to fluc- 
tuation, reserving dollar* that they count on, particularly those 
that come froin^Federal spurces. It must be a hell of a thing to try 
to be a planner if you are in higher education, with the sources and 
uses of your funds subject to such gigantic change. 

I would opt for simplification. I would look for a very simple kind 
of program, and I would look for some long-term commitment, no 
matter what the dollar amount is, so that during the planning 
process one could know in advance what level of dollars are going 
to be in the streanrfor some period of time. 

You bring a studenj on this year and you have no idea what the 
aid package might be "for the next 3 years* for that students aca- 
demic career. It is a hfeck of a thing to try to plan. But some simpli- 
fication, consistency, some sense of long-term funding so people 
.Have an understanding of what is coming and how to manage it. 
But clearly, simplification of the plethora of programs and reduc- 
tion of the number would oe the starting point. 

A single loan program, a single grant program would clearly be, 
I think, in everybody's interest— well documented, reasonably 
thought through, not overly regulated. I'm not suggesting it 
shouldn't be controlled, but saying that the regulatory process has 
been a killer over the years as well. 

Mr. Simon, 1 tend to agree with you. 

Does minority counsel have any questions? 

Mr. Dean. I have a couple of questions. 

In your statement, you state that Sallie Mae is a private for 
profit corporation. The (Question has been asked me a number of 
times what benefits will Sallie Mae continue to receive after its 
Federal Financing Bank borrowing authority is terminated. In 
terms of the advantages that Sallie Mae will have for having had 
* access to those funds, advantages Sallie Mae has over other private 
sector entities? 

Mr. Fox. Well, as you know, we had access to $5 million from the 
Federal Financing Bank and we have long term moneys that have 
been taken down in that amount with an average maturity of 
about 14 years. That is a very positive thing for our corporation. It 
gives us a stable liability base and a foundation upon which to 
build as a private corporation. 

From inception we believed that we were going to be private so 
we managed ourselves as a private business. We paid Federal 
income taxes, we have never taken any appropriations from the 
Federal Government. As a matter of fact, we pay a tax rate that is 
probably higher than any other financial institution in America. 
But what should be understood is that we were able to offer and 
price services commensurate with the cost of our money. So we 
have a very modest profit built into each unit of business financed 
by that $5 million. 

Our rate of return on assets is considerably lower than very 
large commercial banks, for example, on an after tax basis. But 
that meant that we were able to offer services at a lower cost, and 
relatively safely, because we had an assured source of funds. Of 
course, if we don't manage our business carefully, if costs go up, we 
can have difficulties, but we took those moneys and invested them 
at a reasonable profit to the corporation, and at attractive prices, 
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to the constituencies vvt served, and that foundation appears to be 
relatively safe as we move forward. 

We are not making any very large profit on that. In the future, 
the moneys that we raise in the marketplace will have to be made 
available, based on the co3t associated with those funds. 

We just had a very successful bond issue in the last week or two, 
successful in the marketplace. It was the first variable ratio ever 
sold by a quasi-governmental entity, and the cost wad relatively at- 
tractive, significantly more attractive to what we paid to the Feder- 
al Financing. Bank. So the costs of our services are going to have to 
go up to cover those costs of financing. 

Mr. Simon. If I could interrupt— .when you say relatively attrac- 
tive, what numbers are you referring to? 

Mr. Fox. We were financing ourselves from the Federal Financ- 
ing Bank at a rate of one-eighth of I percent over the Treasury bill. 
The financing we had for 3-year money on a variable rate basis 
was three-quarters of 1 percent, which means an increase of five- 
eights. Our earnings after taxei, are less than a half of a percent. 
So in and of itself that increased cost of financing would put us in 
the red if we didn't pass along certain of those costs, or become 
more efficient in our operations. 

But most people thought it would cost us more than that to get 
that issue marketed. This administration's philosophy is to see 
each of these quasi-government entities playing what they call on a 
level ballfield, that everybody finances themselves without the full 
faith and credit on its survivors or doesn't survive in the competi- 
tive marketplace. Fortunatelv for us, we have managed ourselves 
as a business and we were ready to take that step when it was re 
quired of us. 

Mr. Dean. Let me ask, on the average 14-year maturity date, on 
that debt that is one-eighth of 1 percent above the Treasury bill, 
what does that translate into in terms of a percentage rate aver- 
age? _^ , 

Mr. Jtox. That is a variable rate that is predicated on the weekly 
fluctuations of the 90-day Treasury bill. Today, with the Treasury 
bill at around 13 1 ,2 percent, discount, that translates into about a 
14 U bond equivalent rate, and on that we add another eighth of a 
percent, which would make it about at 14%. 

In addition to that, we pay interest weekly on a significant por- 
tion of that, which means on a compounded basis, that raises that 
„ ' t rate to maybe 14% percent. 

Mr. Dean. A proposal was made before this subcommittee to 
raise GSL interest to 14 percent and to fix the special allowance 
rate permanently at 4 percent. Could you commerft on the prob- 
lems that you would se<? with fixing the special allowance rate on a 
permanent basis? 

Mr. Fox, The 14 percent is the coupon rate of the GSL in that 
proposal, and on top of that 

Mr. Dean. Four percent special allowance would not be altered 
upward or downward with the'cost of money. 

Mr. Fox. So that the yield would be fixed at 18 percent. 

Mr. Dean. That is right. And then if interest rates were low, 
some of this 4 percent would be used to reduce the principle of a 
student's debt. This is Dick Cox's proposal. 
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The final question is one that you probably won't be able to 
answer, but how would you characterize the past relationship and 
p-<>sent relationship of Sallie Mae and the state guarantee agen- 
cies, and how would you explain the fact that they are so wary of 
Sallie Mae and are constantly calling up congressional staffs to 
warn them about giving you new authorities? 

Mr. Simon. And the members. 

Mr. Pox. It is curious. When we deal with most States on an indi- 
vidual basis we have good relationships with them. We have pro- 
Mded education accommodations to many of the State agencies. 
Quite frankly, I don't think many of t^em could have gotten their 
bond issues off without some kind of an ifiput from us. 

When you see an entity grow from almost nothing to over $5 mil- 
lion in size in 3 or 4 years, you have to be wary of just that. When 
you see *h*at entity get legislative enhancements relatively consist- 
ently, I can understand why people would fc>e wary. 
% We have provided over 1 billion dollar's wortn of commitments 
to the States. I don't believe we have done anything prejudicial. 
The fees that we charge relative to our commitments tend to go 
lower than that which is offered by the banking industry. We are a 
creature of statute. We are pretty difficult to deal as we "are under 
regulation and statute as to what our requirements are, say, for 
servicing. Negotiating with us frequently means a level of expecta- 
tion relative to statute and regulation that sometimes is frustrat 
ing. When we are dealing with commitments that have to dp with 
the future, in a period of time where there is apt to be change, and 
we are unwilling to put ourselves in a financial noose too far out. I 
can understand the frustration individuals have. 

Also, quite frankl>, in the 1981 legislation there was a great deal 
of misunderstanding as to just what that was going to accomplish. 
There was some thought we could issue tax f'ee securities, but that 
* r foas clearly not the case. There was some thought unilaterally we 
could go out and do a lot of things they ^ere doing, but that is not 
the case, I (Jo understand their concerns. 

We try to work with the States, we continue to work with them. 
Many things they do are prejudicial to us. But I believe that the 
secondary market created by Congress exists not to be the only sec- 
ondary market, but to assure that there is access in eligibility and 
entitlement being satisfied. If others? step into the marketplace, big 
banks, and States to perform those functions, and that enhances 
the primary market, fine. We are not going to compete just for the 
* sheer sake *>f ccjmpeting, but to tne extent we can be that second- 
ary market or provide help in those cyclical times we are needed, 
we will be there. I don't think we have harmed anybody by^any^ 
thing ve have done. 

Mr. Dean. Thank you. 

Thank you, Mr. Chairman. 

Mr. Simon. One final question. 

When you issue bonds, you do it for what period of time usually? 

Mr. Fox. The notes that we have sold to the Federal Financing 
Bank range from a small strip that has a 5- to 10-year maturity, 
and the bulk are 15 years. When we were in the private capital 
markets many yearo ago, they were IiO days to a year. The very 
first bond issue we sold, we sold a wee*k or two ago, was 3. years. 
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Mr. Fox. 1 think anything that puts a fixed rate on an asset 
these days is incurring a degree of risk, We know that the savings 
institutions have been putting fixed rate, longer term assets on 
their books for years, and financing that in a marketplace with 
what is essentiallv very sfrort term and therefore variable rate li- 
abilities. Over the years these portfolios of long term assets are 
selling at discounts or under water and are yielding significantly 
less than the cost of financing 

Notiody believed 10 years ago that we would have the Treasury 
yielding 15 percent, yet we do. And mortgages in those days were 6 
7, or 8 percent. They are still on the books of those savings institu- 
tions. 

Today, financing themselves at 16, 17, and 18 percent, they are 
going bankrupt. This program was constructed in such a Way that 
you have a reasonable match so .that your yield on the program 
changes on a quarterly b^sis, as presumably the cost of your funds 
changes. That variable rate is a positive thing. It gives institutions 
. a chance to be assured that as their costs go up, their yield goes up. 
As the costs go down, the yields go down. In exchange for that, 
they get a lesser amount of net income. This is not a particularly 
remunerative program for most financial institutions, but the risk 
has been taken ou£ of it. I think that is what makes it, attractive. 

If yuu are asking them to put in place long term fixed rate secu- 
rities, I think the banking system will walk away from it. 

Mr. Dean. What would be the impact on the corporation if there 
was a restriction in loan volume on new guaranteed loans to say $4 
or $5 billion per year, if it were fixed so no more than that could go 
out in a year? Would that undermine your long term viability 9 

Mr. Fox. The corporation has only seen originations in excess of 
that for the last 24 or 12 months. We have grown tenfold over the 
last 4 >ears. The question is how you manage it. You don't manage 
that kind of growth. You survive it. From an operational point of 
view, we would probab) welconie a reduction of volume because of 
the stresses on our system. I think that is a judgment you have to 
make. We can be providing whatever level of support is appropri- 
ate to whatever size market is there. I suspect if you cut the origi- 
nations to that level, vouhave not reduced credit demand, and that 
demand would come to us in other directions and from other 
sources, for example, on the uninsured program, I don't believe 
that is going to cost an> less or the demand for credit is going to be 
less because you change the eligibility of your programs, 

Mr. Dean. What are the projections for the profit of the corpora- 
tion for this current year, and then 1983? 

Mr. Fox. We have to be very careful as a privately owned corpo- 
ration in how we talk about future proffiS, because of the fact there 
are shareholders in the marketplace. We would expect that the cor- 
poration will increase in size by about 25 percent in the coming 
year in terms of assets, an4 we would expect a concomitant in- 
crease in profitability, as a generalization. 

I think it would be inappropriate for us, since there are stock- 
holders in the marketplace out there, to make definitive kinds of 
projections public. We can speak to you off the record privately 
about that. 

Mr. Dean. OK. 
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We are selling abort term discount notes in the mar^t/idce with a 
maturity of anywhere from 5 to 90 days.^ 

But what we Hope to.be -t/Gle to do is to sell as much longer term 
us we possibly can. That balance sheet always has to be secure so 
those people who lend |o us don't see the very short liabilities and 
tjie very long assets, because that is where you can be harmed. So 
we are pleased we were able to get at l&ast 3 years on that first 
( . bono) issue* \V« hope to come back to the market at least once a 
quarter hopefully reducing- tfrat sjrtvad I just talked about against 
the Treasury bill and hopefully extending the debt as long as the 
markets will accept it. The markets themselves are unamenable to 
long-term 'securities generally. / * * 

Mr. Simon. You are planning these issues in such a way that you 
are not having too much of a roller coastei^itfhen they come due, 
"that there is some evenness in that? ] * 

Mr. Fox. WtHlave ti relatively sophisticated financial model that 
shows the ijiaturiiies of our^sset structure. What we are trying to 
do is tojfrfanage our c'aslvflow so we don't f^ive thosekinds of prob- 
lems. One thing that is of a concern to me, is the amoiint of very, 
shojtterm debt sold in the revenue bond markets against lengthy 
portfolios of loans. The reason for that is because the hites are 
jriuch lowei in the sHort-term markets. I, worry that a very signifi- 
cant* amount of 'this p&per is going to have to be, rotted over, refi- 
nanced at some point in time. Not only is^hefe refinancing of edu- 
cation ootes, but thete-are housing revenue boiids, and industrial 
Revenue bonds, and a whole plethora of no^tes going to have to be 
refinanced in the short term. Hopefully we learned from the sav- 
ings industry experience. We, are .trying to manage ourselves so we 
don't wind up in that position where you get a big bubble that has 
to be refinanced and you can be in harm's way. . 

Nfk Simon. We thank you, Mr. Fox, very much. \ 

Our next witness is Dallas Martin, executive director,yfaational 
Association of Student Financial Aid Administrators. ^ . 

STATEMENT OF DALLAS .MARTIN, EXECUTIVE DUttSCTOR, NA- 
TIONAL ASSOCIATION OF STUDENT FINANCIAL AID ADMINIS- 
TRATORS, ACCOMPANIED BY DON HOLEC, DIRECTOR OF FI- 
NANCIAL AID, PURDUE UNIVERSITY 



"\Mr. MAKTiN.^Thank you, Mr. Chairman. We appreciate the op- 
portunity to be here. Accompanying me at the table today is Mr. 
Don Holec, director of financial aid at Purdue University, who is 
currently president of our association. 

We appreciate the opportunity to be here and to discuss some of 
/the program deficiencies that have been^brough' up recently in 
terny»f of the student financial aid programs, ana Jiare^with you 
some of our insights. . * % 

I think >ou admit that we have noticed recently what seems 
to be almost an excessive amount of criticism focused on some of 
the more negative features of the program. Unfortunately, we fear 
that that ma>> do harm in terms of the overall perceptions of the 
general public, in terms of the real wgrth and value that the pro- 
grams havchad. \ * * 
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Certainly none of us can condone the action* of those individuals 
or institutions that htue abused the programs or not taken their 
responsibility seriously. But again, J would point out I think many 
of the recent GAO reports and so on have tended to focus too much 
upon the worst case examples. 

We would like to take this opportunity today to discuss some of 
those studies that have been done. We will try to provide a clearer 
picture of what can be done to provide some improvement und 
some suggested alternatives to the remedies that have been pro- 
t posed. 

One of the first studies that you ha\e looked at was a study done 
by the GAO, which talks about the excessive default rate in stu- 
dent loans. This is a topic that has appeared before this subcommit- 
tee before. It has been a nagging problem that has been with us for 
a number of years. But I think it la interesting to note that in the 
study itself, in the very beginning, that they point out that it was 
nearly 19 years after this program wzis initiated before regulations 
dealing with proper diligence and standards of institutions were 
ever proposed. 

Interestingly, the committee and Congress through the years has 
made a number of steps that have been designed to try to assist 
institutions in the proper collection of student loans. And yet, re- 
peated^ we have delays in implementation, in the proper issuance 
of guidances with many of those regulations that would have been 
helpful. 

To give }ou an example, the Educational Amendments of 1972 fi 
nall> provided a provision whereby institutions could assign their 
notes to the Federal Government to assist in collection. That was 
very critical because institutions did not have authority to use IRS 
skip tracing to find lost borrowers and other ways the Federal Gov- 
ernm&nt had. Yet it was nearly 6 years after that was actually ap- 
proved before the authority was up and operational for institutions, 
just a further indication of the kind of delay. That really was 
launched back in probably March, of about 1978 when then Secre- 
tary Joseph Califano undertook a major effort to begin to try to 
crack down and explain to institutions that they must take 'their 
collection efforts seriously and should try to do some things. We 
began to see a flurry of activities that have been helpful in terms 
of collection of student loans since that time. " * 

But our inttnt is not to just simply t&lk about the past, I would 
like to just say to y ou if we look at the record in terms of statistics, 
going back to the default rate that was in place at the time Mr. 
Califano began his effort, we have seen some major improvement 
in the overall default rate of NDSL loans. 

If you look at the data that is provided in the GAO report, at 
that particular point in time, you would find that as of March of 
1978, which was the latest data they had— June 30, 1977— the de- 
fault rate was 16.86 percent. Since that time, the latest data that 
we have shows an overall default rate of 16.4. That cleurly shovjvs 
that at least the rising problem has been curbed. If >a go ahe&d 
• and adjust that 16.04 showji in the overall and you remove fro\n 
that approximately the $215 million in accounts that have been as- 
signed to the Federal Gpvernment, you will actually find that the 
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default rate now for institutions for the period ending June 30, 
1979 has been reduced to a figure of 11.9 percent. 

So we feel there certainly has been some improvement and a lot 
of the continuing problem that we art r acing is the fact this is old 
paper that is on the books that is just very difficult to work. This is 
evidenced by the problems that the Department of Education has 
had themselves in trying to work s6me of this old paper. 

Let me point out there are a few things that still continue to con- 
strain institutions' ability to collect these loans. Certain public in- 
stitutions of this country by State statute, because of the matching 
requirement of the program, are not allowed to assign their assets 
to any other party. 

Mr. Simon. How many States are in that situation, do you know? 

Mr. Martin. I do not have an exact count. We can try to get 
that. I am aware there are seven or eight, and some of those are 
major States. ■ s 

So those institutions, even though the Department has imple- 
mented a procedure to assist in this, they are still prohibited from 
turning those over, or else I suspect that the overall average would 
be even lower than the 11.9 we are currently shov/ing. 

Second, I think some schools have become discouraged from pur- 
suing legal action which is defined as one of the* recommendations 
in the GAO report, due to the fact that you not only have to go 
through some fairly extensive kinds of legal procedures and so on, 
but securing a judgment against a student is no indication that 
necessarily they are going to continue to pay. 

The reason is that oftentimes the amounts of money we are deal- 
ing with in terms of pursuing it through the legal system is such 
that it is probably not lwh priority with other individuals in rela- 
tionship to other kinds oi outstanding debts that are owed the Fed- 
eral Government. 

Third, and another issue I think has not been discussed enough, 
and it is probably one of the most significant factors, is the eco- 
nomic earning profile of an institution's NDSL borrowers. I mean 
by that that there are students— and clearly the NDSL program by 
the very nature of it being need based— we have attracted through 
tne years those students who generally are going to have a higher 
financial need, and therefore, may be academically and from a 
credit standpoint a slightly higher risk than certain other individ- 
uals. Consequently, many of those individual students may not 
complete their academic programs. 

Mr. Simon. If I may interrupt you. I am going to turn the gavel 
over to my colleague from Minnesota. Unfortunately, I have to tes- 
tify before another committee. I am going to be coming back, This 
does not indicate lack of interest or concern in what you are 
saying, or if I miss any other witnesses. 

Mr. Martin. I certainly appreciate that, Mr. Chairman. Thank 
you. 

Mr. Erdahl. Proceed, please. 

Mr. Martin. Consequently, we think that that has probablv 
tended to have somewhat a negative impact because of the risk 
factor that we are dealing with here. I think that is a matter of 
social policy that needs to be taken into consideration when we 
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compare this particular program perhaps with some other lending 
programs that it is often compared to. 

The fourth thing that 1 think has happened in termo of discour- 
agement by institutions and comfnitment is just a lack of what we 
would call program stability. We have had a number of cases now 
where several administrations have suggested, the elimination of 
continued Federal support for this program in terms of funds. We 
have also had many legislative changes that have been confusing 
and complicated the program, the required cost of adjustments on 
promissory notes and collection procedures, all of those things that 
do not particularly encourage institutions to be able to manage 
these programs as well as they might. 

Also, one other point is that since the history of *his program 
has always contained a provision in the event it is ever phased out, 
that other than, institutional matching, all of the resources would 
revert to the Federal Treasury. And I have to believe if there was 
some assurance that that money might stay with the institutions, 
and particularly for those that have done the best job through the 
years, that there might be a little more incentive to continue to put 
a little more effort and resources into their loan collections in that 
program. 

Nevertheless, I think overall the program has improved. We are 
continuing to make improvements in it, and, therefore, I would 
hope that we could continue with those efforts and through the co- 
operation of f the Department of Education. 

The second area we have outlined in our written testimony I, am 
not going to spend a lot of time talking about today, because we 
had an opportunity last week to appear on a panel to discuss satis- 
factory progress standards. I think yesterday after the representa- 
tives from the GAO discussed that, they have probably, in my opin- 
ion at least, provided some support of our logic to allow the com- 
munity to develop these standards, and that the institutions and 
the results that were presented in that report seem to us at least to 
be somewhat unrepresentative of the overall quality of institutions 
that are out there, and the efforts of those institutions to imple- 
ment satisfactory academic progress standards. 

Let me skip that particular effort in the interest of time, and 
turn to the third area that we would like to comment upon, and 
that is the unofficial but still to be released control study that was 
recently performed for the Department of Education by an outside 
contractor. We have been given an opportunity to see an early 
draft of that particular report. We thank the Department for allow- 
ing us to review that. 

I might add they have been very open, and I would compliment 
them, with trying to make an effort in this activity, at least the 
people from the program area, and certainly the Secretary's office, 
in trying to discuss this dilemma with us. We appreciated the op- 
portunity. 

In<$Sheral, judging the overall quality control report, the draft 
that we have seen, it appears to us that volume I, which really 
Comes up with the findings, is fairly well done, and is certainly 
much better than the earlier report done a couple of years ago. , 

The second volume, however, deals with recommendations for 
the program. I must say, while there are some interesting recom- 
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mendations, it* seem* to me to lack perhaps some" of the sensitivity 
and understanding of the problems and exactly how these things 
interact upon a college campus. I would hope we would have, a 
chance to look at some mbre reasonable solutions rather than some 
of those advanced \n that particular report. ' t t * a 

The amount of error that is reported, both.studQnt error, institu- 
tional, and error that may occur in the processing, clearly the two 
areas that stand out is the amount of error caused by students mis- 
reporting data and the amount of institutional error that is caused 
itself by not having certain documentation or for simply not follow- 
ing through on certain regulatory procedures. 

If you take out the failure of institutions to have on file perhaps ^ 
a signed affidavit of educational purpose or a financial aid tran- 
script which was not required at the time many of these were 
going on, you really significantly reduce the amount of error in the 
institution. So it is not as bad as it might appear in the first draft, 
and the Department has recognized this. 

I also find, however, that the Department has had the advantage 
of taking considerable time and a large number of people to go out 
and obtain certified copies of income tax returns, to take a look at 
the tax assessor records, and to even look at financial lending 
statements from banks on individuals. And the tolerance level that 
they used in terms of showing errors was down to the r^int that 
any data element that showed a discrepancy by more than $2 was 
counted as part of the error. t , 

I personally have found that a little surprising, that 76 percent 
of those students that were in the population that were st . udied 
were able to report accurately on their forms within $2, their ad- 
justed gross income. That seems to me to suggest that most people 
are fairly honest and careful about the steps that they are taking I 
am not certain I could do as well without going to considerable 
length to secure mine. 

I also found it interesting that the same report shows that 81 
percent of the population studied misreported by more than $2 the 
amount of cash or savings on hand at the particular day they had 
to file the form. And I suspect if those of us in this room did the 
same thing without calling up the bank to check that day, we 
would probably Jend to make the same kind of mistakes. 

Still, I don't mean to say there are not some findings in the 
report that are significant and need to be looked at. 

The report goes on to point out some of those problematic kinds 
of areas, such as difficulty of individuals understanding what is 
being asked for, or difficulty in parents being able to come up with 
documentation for some of the data elements that are required on 

the form. . . ,. . , 

Still in spite of these findings, and after making adjustments 
and looking at it, the Department has recently requested authority 
to reprogram $45 million from the Pell grant appropriation level 
for this year to implement a new revised set of validation proce- 
dures The plan that they have proposed would require all eligible 
students to provide a copy of their IRS 1040 form to the institution. 
The institution in turn would review that data and compare it with 
the information on the form, and if there was a major discrepancy 
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found, there would have to be information sent back to the proces- 
sor for correction and subsequent adjustment of the' award. 

We have discussed this proposal with the Department of Educa- 
tion We have certainly pledged c>ur support to take steps to insure 
that we are getting accurate information. The Department has 
maintained consistently this will not be a significant burden upon 
its individuals or institutions. We would respectfully disagree with 
that We suspect you are going to find a tremendous burden upon 
bdth of those parties, and, therefore, we have tried to suggest to 
them their may be some other ways of trying to get at the root of 
the problem, which is to select out those individuals that are most 
likely to misreport information which in turn, results in 
overawards. 

The study goes on to report that there are some solutions that 
they recommend using an error prone profile to identify many of 
those applicants which in turn, if flagged for validation at the insti- 
tution, using a simple kind of verification system of three or four' 
data elements, could produce significant savings. This clearly 
would not pr iuce as much burden as requiring every single stu- 
dent to come ) with a copy of their income tax return. 

Part of our vOncern is that some of the very people that the pro- 
gram is designed to serve may be the hardest hit with the require- 
ment of a 1040. We have a situation that we are dealing with an 
educational calendar, making decisions for student awards at one 
time and trying to tie that to another calendar in which the Inter- 
nal Revenue Service operates that do not necessarily mesh. 

What may well happen is that many of what I would call the 
working poor in this country who will file a short income tax 
return, may well sit down on the evening before the deadline, fill 
out the necessary information on the form and ship it off to the 
Internal Revenue Service unaware they are going to be called upon 
later to provide a copy of that in the fall when they enroll for 
school Those very people are probably in most cases, from families 
that are the least sophisticated, most likely to be discouraged in 
terms of this, that do not have that kind of understanding. They 
will be sent through unnecessary hassles to go back to the Internal 
Revenue Service, to obtain a copy of this and so on. 

Unfortunately, the quality control study points out this is not 
where the problem lies. In fact, if anything, it points out these 
people generally tend to overstate their earnings, and thereby 
Fjrobably not secure the kind of awards that they should. So we be- 
lieve by using something like the error prone profile and identify- 
ing those families with more complex financial situations, and in 
staying with a reduced but more simple set of \alidation proce- 
dures, that it would be reasonable and more managable to get at 
the basis of this problem, and jffbt only provide better quality con- 
trol in the program, which I think is necessary, but make it much 
easier for families and^nstitutions overall to deal with it. 

In closing, let me just reiterate our community s willingness to 
assist the department and this subcommittee in any way that we 
can to insure proper management of the Federal student aid pro- 
grams. 

However, we also think that the programs through the years 
have done an excellent job of providing educational access and op- 
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portunity to literally countless students. In our opinion, the pro- 
gram primarily at the present time, is suffering from two ele- 
ments—one is a lack of operational stability, which does not allow 
for efficient planning and management of the programs at the in- 
stitution or within the Federal Government, and second, is perhaps 
a lack of funding certainty, of not knowing, just as Mr. Fox pointed 
out, what to expect from year to year in terms of overall planning 
and staffing. 

If we could somehow get to e point through some simplification 
of the programs and releasing some of the kind of burdensome reg- 
ulations and concentrate on t.hes.e two kinds of goals, and really fo- 
cusing our programs on those students that need it. We continue to 
believe that the configuration of having a strong loan program, a 
good work program, and" a solid grant program would be sufficient 
to provide educational opportun ty throughout this country. 

We thank you for the "opportunity to be here. We would be happy 
to respond to any questions. 

[The prepared statement of ,Dallas Martin follows:] 
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PkkI'AKKu Statkmknt ok A. Dallas Martin, Jh . Executive Dirkctor, National 
Association ok Studknt Financial Aid Administrators 

> % 

Mr. Cha i rman , members of the Subcommittee, we appreciate 
* the opportunity to appear before you today to discuss our 
views on the recently published General Accounting Office 
and Education Department evaluation reports'that nave been 
critical of the Federal financial aid programs , ^ and to 
comment upon the solutions that havfc been advanced by the 
Education Department to correct ".program deficiencies." 

Recent publicity released by the^ Department regarding 
these reports has primarily fo'cused uptfn: (1) tijelieed to 
impose budget reductions to help counteract program fraud 
and abuse; (2) the tightening of eligibility and validation 
criteria to remove unworthy aid recipients who are not 
making satisfactory progress or who have filed inaccurate 
application data; and (3) efforts to correct past institutional 
or agency transgressions which may have contributed to 
excessive loan default rates and student overawards. 

Since December, the General Accounting Office has 
released two reports pointing to deficiencies at selected 
schools that have either excessive NDSL default rates or 
insufficient procedure*, to implement or monitor satis- 
factory academic progress standards. The Department of 
4 Education has announced the findings if its most recent^ 
Pell (Basic) Grant Quality Control Report and has embarked 
upon a major course of action that would now 'require all 
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Pell Grant recipients to file their orVthei r^ parents 1 
latest IRS fax form with the school they are attending or , 
plan to attend in an attempt to reduce program overawards. 

An Administrative directive to recover funds wherever 
possible has recently prompted the Department to increase 
its program review activities and to bring resolution to 
dudit findings. 

None of us can condone the actions of those persons 
or schools that abuse the financial aid programs, nor can 
we criticize the Department for attempting to correct 
serious program errors. All of the re*cent activity, - 
however, has focused upon the worst case examples and has 
failed to provide any comment about the oositive societal 
aspects that have been achieved by the federal financial 
aid programs. Two adverse effects result from this. 
First, questions are raisGd in the mind of^the average 
person on the street as to the fundamental validity of 
continuing the^/public investment in these programs. While 
it is healthy to stand back £ moment and raise such basic 
issues, we fear the question is tainted by the prevailing 
negative conclusion^ these studies engender. The second 
effect, equally dangerous, is that many parents and 
students, will unknowingly support impending program 'reduc- 
tions because they unwittingly think thiey will not be 
affected; instead, they will hope that an effort to elimlnat 
the undeserving will provide them with access to these 
programs . 
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'Unfortunately, nothing could be further from the' 
truth. The outcome of upcoming decisions will seriously 
affect the type of student who can obtain a postsecondary 
education and f the-kind of institution a person will attend. 
These decisions will, in. all probability, affect the 
numbers and abilities of people who will be entering the 
work force in the next decade and vastly impact the sorio- 
economic framework of our society. % 

Therefore, we are pleased to appear before you toda.y - 
to comment on these evaluation studies and hope we will be 
able to provide -a clearer picture of whdt we are doing to" 
improve the programs antf suggest alternatives to the 
remedies that have been proposed. 

The first area we wish to address is the current 

National, Direct Student Loan default rate'/ Th^ GAO 

i * 
report clearly reflects some of the nagqing problems that 

** 

have plagued all parties in recovering delinquent s'tudent 
loans. However, it fails to, show the significant increase 
in recoveries and improvements ma^de in collection practices 
since 1978. Factors contributing to defaults within the 
NDSL program can be attri buted* to administrative neglect 
at some of the participating schools and at the federal 
agency responsible >or overseeing the program. 

The GAO study emphasizes that it was nearly 19 years 
after the program's inception before interim program 
regulations were issued and enforced Sy the Department 
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requiring schools to be diligent and forceful in administering 
and collecting -U&Si/s. Members of this Subcommittee are 
aware that several legislative initiatives have been 
approved by Congress in the past to reduce defaults, but 
<ill too often these initiatives have not been advanced 
through program regulations until a much Jater date. For 
example, the Education Amendments of 1972 included a 
provision allowing schools to assign defaulted loans to 
the affice of Education to ensure delinquent borrowers 
were fully notified that U*eir loans must be repaid or 
they would face legal actions by federal attorneys. 
However, full implementation of this procedure did not 
occur* until six y^ars later. In March of 1976, Joseph A. 
Califano, then Secretary of HEW, launched a major departmental 
initiative to reduce loan default rates which prompted, the 
Department to begin procedures to implement this provision. 
Even since then, the Department 1 ^ collection activities 
have been hampered because of delays in developing an 
automated billing and reporting system, inadequate manpower 
to handle both GSL and NDSL accounts^and outdated, 
inadequate and incomplete data on borrowers. 

Our intent, however, is not to exclusively focus on 
the past failings, but to show the improvement made in the 
statistics between those* fi rst used by former Secretary 
Califano to describe the condition of thd program at that 
time and those reported by the GAO officials in their 
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study of September 30, 1981. 

At th>> time Mr. Califano wrote to all participating 

institutions (March 1978), the latest program data indicated 

the default rate for all schools was 16.86 x as of June 30, 

1977 By comparison, the 6 AO study cites program data as 

of June 30, 1979, (the latest date for which 'they had data ' 

available) showing the default rate for. all schools tQ be 1 

16.04 percent. This data includes about 240,000 defaulted 

loans, amountingi to nearly $215 million, assigned to the 

Department of Education. In actuality if the default rate 

at participating schools excluded^ those notes assigned to 

the Department, the national average would have been 11.9 

for the period ending June 30, J979. Wiiile these data • 

perhaps do not reflect the kind of improvement that many 

people would expect, it does seem ^o show that ttie rate* is 

no^ longer increasing, that many schools are makt-ng improvements 

and that a substantial portion of the/problem caV be 

attributed to "old paper. '\ The older loans cannot be 
- 4 1 i • 

collected due to improperly execu tad, note^ , or insufficient 

or inaccurate information as to the borrower's location. 

In some cases, the statutes of limitation have expired on * - 

thes^otes. ' % 

Still, we would like to point out the constraints 

whTcfr hampeV collection activities. These incfude such 

factors as the following: 

(1) Some institutions cannot ass ign defaul ted loacvs 
to the Education Department because State statutes « 



2'J 



ERIC 



296 

s 

t 

(4) Lack of program stability discourages institutional 
administrators from committing neede^ resources to 
properly manage the program and adds unnecessary 
administrative costs that must be borne to operate 
the program. Since the inception of the program, the 
statutehas contained a provision that in the event 
the, program is phased out all resources except the 
institutional matching funds will revert to the U.S. 
Treasury. Additionally, f*r the last several years, 
nearly every Administration's proposed budget has 
recommended elimination of or major reductions Ut 
program funds. This uncertainty ha£« left many 
institutional administrators with the opinion they 
should not depend heavily upon tne program since they 
will eventually have to gWe up all the funds anyway. 
Further, rece*nt changes in* interest rates of 3, 4, 
and 5 percent loans and inconsistencies of deferment, 
cancellation and grace periods have tended to in- 
crease the administrative costs of both institutions 
and the use of loan servicers. 

The second area upon which we would like to comment 
is the GAO stud.y regarding safisfactory academic progress 
and the financial aid community's efforts to entourage all 
institutions to develop and properly monitor self-regulation 
initiatives that will respond to these concern$.' 
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" prohibit assignment of their assets to any other ^ * 
party'. Public institutions in these states derive 
their institutional matching funds from state, appro- v 
priaTions^ and the-<ifore v ,#. cannot assign defaulted 

(2) Schools are often discouraged from bringing suit 
against defaulted borrowers because many schools have 

^'pursued this avenue and, obtained a favorable judgement 
fcnly to find that "the amount is^still .nev-ercpa i'd . 

(3) The economic earning profile of a school's NDSl 
boVrowers will significantly affect the » i ns ti tut i on ' s 

- ability to collect outstanding accounts.. A higher 
^ 'proportion of "students awarded NDSL's come from lower 

'income famll i es*'and are higher ri sK*students than 
* ,TJorrower« under other Title IV loan programs . These 
are students, wf)o «qual ify tomorrow because they are 

ne.edy. In many cases they come from families who are 

* ; - 
unfamiliar with borrowing in general. Taking'out a 

h loan, establishing a 1 ine of credit, is then a new 

experience for such a student/ THis factor, added V ? 

to the press*ur*s of the academic eov i ronment, can 

occasionally create a situation where the borrower s ^ 

ability to repay the loan may not be due* to unwillingness 

bot rather the Negative impact of a multitude of 

economic end sociological factors upon hi s' capabH i ty 

/ - 

to repay. 
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The GAO report was conducted by a team of investigators 
who, without any specific regulatory guidance, attempted 
to determine whether or not students were making satisfactory 
academic progress at the schools they were attending. 
Therefore, the investigators used their own concepts to 
determine what constituted satisfactory progress. The 
report admits that there are no uniform requirements among 
the three Federal agencies which administer financial aid, 
veterans, end social security educational benefits and 
'further notes that schools having selective admissions 
procedures were omitted. Consequently, any student who 
did not have a 2.0 grade point average on a 4.0 scale fctfs 
judged not to be making satisfactory progress. 

Nevertheless, the report does indicate that insti- 
tutions that have not yet developed an institutional 
policy governing satisfactory progress should do so tQ 
ensure that public funds are going to those students who 
are adequately completing their course work. NASFAA would 
only disagree with the report ,in that it seems to suggest 
that the Congress should alter the existing statute to 
include specific criteria similar to that found in the law 
governing the veterans educational benefits. 

We would oppose this approach and suggest instead 
that the commun tyVs sel f-regul atio" standards be adopted. 
Such an approa-h can work as evidenced in past experience 
w/th the ocial Security Administration. Our Association 
agreed with the members of this Subcommittee during the 
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development of the Education Amendments of 1980 that the 
development of standards to measure satisfactory academic 
progress should rest with each individual institution. 
Prior to the enactment of that legislation, the Title IV 
Committee of the Association accepted the challenge of 
developing an approach to the satisfactory progress issue 
which would not only assist institutions but would help to 
prevent further intrusion into institutional policy by the 
Federal government. 

This approach began with the development of a Joint 
Statement on Standards of Satisfactory Academic Progress 
Which was accepted by the American Council on Education in 
Octobe. 1981. During the development of the statement, 
personnel in the Department of Education were invited to 
provide reactions to the effort. Finalization of the 
statement brought about complete agreement from the higher 
education community and the Department as to not only the 
worthwhile nature of the effort, but as to the content and 
comprehensiveness of the statement. We have been assured 
by Department personnel of their desire to support the 
community's initiative and of their intent to limit their 
involvement in this issue. 

The second phase of our approach is in the final 
stages of completion. In an effort to provide further 
guidance to institutions and to create more uniformity 
among their practices, the Association has developed a 
comprehensive monograph on the establishment of such 
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policy at institutions. The monograph emphasizes the need 
for close coordination between different departments Or 
offices on each campus in the establishment of their 
satisfactory progress standards. The development of such 
a policy at an institution not only assists in ensuring 
that Federal funds are being administered in a manner 
consistent with applicable laws and regulations, but also 
may influence such institutional concerns as recruitment, 
retention, class size and faculty workload. These factors 
'alone emphasize the critical need for coordination and 
acceptance of the policy by all parties. 

The monograph details the necessary steps for an 
institution to follow by identifying specific policy 
considerations and disclosure options, suggesting appeals 
and evaluation procedures, and by providing guidance on 
the implementation of the policy. Further, the monograph 
includes models which may be used as guides in establishing 
institutional requirements. The monograph will be distributed 
to the NASFAA membership, which consists of approximately 
2,500 institutions, and will be available for purchase by 
other postsecondary institutions within the next few 
weeks . 

In addition to the written publications on this 
issue, NASFAA has identified another avenue to disseminate 
the information. This approach will involve state and 
regional financial aid association meetings during which 
the issue'of satisfactory progress can be addressed. The 
annual meetings of these associations will also provide a 
forum for discussion. 
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Given the community's efforts and the Department's 
support, we would urge the Congress to give the postsecondary 
education community the opportunity to implement their 
own standards rather than attempting to enact complicated 
and arbitrary standards that will undoubtedly tend to 
penalize students in some programs. 

The third area upon which we wish to comment is the 
recently completed and as yet unofficially released 
Quality Control Study performed for the Department of 
Education by Advanced Technology, Inc. While we have not 
had an opportunity to see the final product, an early 
draft of the study was given to our office for review. 
Therefore, the comments I make regarding the quality of 
the stud/ are simply my own perceptions from reading the 
draft study. 

In general, the overall quality of the study appeared 
to be more thorough than the earlier study conducted for 
the Department. 

Volume 1, a report on the study's findings, is 
certainly superior to Volume 2 which provides suggested 
corrective actions. Unfortunately, the recommendations in 
Volume 2 seriously understate the administrative burdens 
and complexities which, if enacted, will be imposed on all 
students and all institutions. This is not to say that 
the findings in Volume 1 are totally acceptable. For 
example, if you excluded from the institutional error 
calculation the fact that an affidavit of educational 
purpose and financial aid transcript could not be foond, 
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the institutional error would be significantly reduced. 
It is also interesting to note that discrepancies were 
noted if the item reported differed with the item 
verified by more than $2.00. It is important to keep in 
mind that the contractor had the advantage of taking a 
considerable amount of time to collect this data from 
certified copies of parents' and students' income tax 
returns, financial lending institution statements and 
from tax assessor records, all of which would constitute 
"hard documentation. Yet the contractor had just as many 
problems as schools in verifying those data elements 
which can only be substantiated with soft documentation. 
Soft documentation includes handwritten notes and verbal 
assertions... As such, it is interesting to note that in 
spite of the intensive work done by the contractor, 
there really isn't hard evidence to substantiate the 
validity of many of the data elements collected, e.g., 
Did you live with parents for more than six weeks during 
1981? 

The study also shows that 76* of the' popul ation 
were within $2.00 of their true adjusted gross income 
whicn seems to support the contention that most people 
are honest and take great pains to report their data 
correctly. Using the same tolerances, a comparison with 
official bank statements, showed that 91 percent, of the 
population studied, misreported by more than $2.00 the 
amount of cash and/or savings on hand on the date the 
report was filed. 

3'Jo 
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The findings in the report, in addition to identifying 
the most discrepant data elements, also cited the data 
elements that most parents and students indicated were 
•the most problematic and difficult to understand or to 
0 answor. Parents noted a particular problem with documenting 

the market value of their home and its current equity. 
Students cited particular problems in obtaining parents' 
income tax data for applications. Both students and 
„ parents mentioned that it was very hard to predict 

future family earnings, answer questions about- sup po-r-fcing 

students or predict school year income for the upcoming 
' school year. 

Still, in spite of these findings, the Department 
of Education has recently requested the authority to 
reprogram $5 million in program funds available for the 
Pell Grant program in FY 82 which they anticipate will ' 
be required*to implement a revised set\of validation 
procedures. With these funds, the Department proposes 
to change the current validation procedures to include 
the requirement that all eligible applicants submit 
copies of their or their parents' IRS tax returns to the 
school they are attending or plan to attend so the 
financial aid administrator can verify the adjusted 
gross income and federal income tax paid with the 
original data provided on the application form. 

It should be noted that personnel within the 
Department of Education have discussed their plans with 
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representatives from the pos tsecondary education community. 
We, in turn, have expressed our support to take steps 
which will help to ensure that more accurate information 
is^being collected. We have questioned, however, the 

r 

necessity of imposing such extreme measures upon all 
financial aid applicants and taking additional dollars 
from already, limited program funds to pay a central pro- 
cessor to perform work that generally should already be 
covered in the original contract. 

The Department has also maintained that by limiting 
the verification to only two data elements it will not 
in^ose any significant burden on institutions and will, 
at the same time, achieve significant savings in the 
Pell Grant prograir. Further, they suggest that these 
steps will not create hardships on students and will in * 
fact help ensure that some low income students will 
actually get larger awards to which they are entitled. 

We respectfully disagree with the Department's 
contentions and feel that such drastic measures are 
uncalled for at this time. Our fear is that these 
procedures will create unnecessary hardships on the very 
students the program is primarily designed to serve. 

The data from the Quality Control Study clearly 
shows that recipients in the fowest verified income 
category are the most likely to overstate their adjusted 
gross income thus producing smaller awards than those to 
which they were entitled. Conversely, however, there is 
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a substantial number of students who under-report their 
income data thus providing them with awards greater than 
those to which they* were entitled. Therefore, it is 
difficult t.o argue with the Department that something 
should be done to prevent money from going to students 
who should not receive it. However, it is equally 
important to ensure that truly eligible students receive 
the awards to which they are entitled without instituting 
barriers that may make it difficult if not impossible to 
prove that they have provided correct information. 
Unfortunately, data provided on the application is self- 
reported and can only be verified by comparing it with 
the information submitted to the Internal Revenue Service. 
Regretably, many of the working poor who file a short 
form often complete the tax return themselves and mail 
all of the information to IRS without keeping a copy for 

themselves. While people can later obtain a certified 

i 

copy of their return from the IRS, it requires additional 
effort and the filing of forms that wifl in many cases 
substantially delay receipt of the required information 
by the institution. Schools held liable for errors made 
due to unverified data will be reluctant to make a 
payment to the student until they at least have a copy 
of the required tax return. Consequently, students from 
poor and unsophisticated families will be the most 
likely to be caught in this catch 22 which may discourage 
or prevent their, from going to- school . Additionally, 
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there will be other students who cannot legitimately 
provide a copy of their parents' latest tax return 
because their parents have secured a filing extension or 
simply refuse to provide a copy of* the tax. return to the 
school on the basis that such is an intrusion into their 
individual privacy. 

The Departments proposal is well-meaning, but 
unfortunately it is tied to the Internal Revenue System's 
calendar which is not compatible with the time frames 
that must be met in the student aid delivery system. 
Complete implementation of these procedures within this 
coming year will create significant time delays and 
enrollment disincentives for many students. 

Considering that we have already announced application 
procedures and distributed student aid appjications for 
this cominn processing year, it appears to us that the 
Department might well consider using a different approach 
for this processing cycle. The Quality Control Study 
suggests that by using specific edits an error prone 
profile could be established in the processing system to 
identify those students who are most likely to have 
filed incorrect data. This procededure could be used by 
the Department to identify a reasonable percentage of 
student applicants who in turn could be required to 
submit verifying documents and/or statements to schools 
before awards are disbursed. While this system is not 
unlike the current selection process, the Quality Control 
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Study suggests that.such an approach could certainly do 
a better job of identifying those students who are most 
likely to be in error. Additionally, the current 
validation process could be substantially modified and 
attention focused on those 4 or 5 data elements that 
* will produce the most significant savings. We also feel 
that the Department could then work with the community 
during the coming year in developing pilot validation 
programs which in turn could begin to suggest the most 
'efficient and least onerous methods of securing the most 
accurate information. 

In closing let me reiterate the community's willingness 
to assist the Department and this Subcommittee in any 
way to ensure the proper management of Federal student 
aid funds. Our goal and yours has always been to ensure 

w 

that truly eligible students have the opportunity to 
^ciiieve a pos tsecondary education. 

Again, let me thank you for the opportunity to 
comment on these issues, r I will be glad to answer any 
questions you might have at this time. 
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Mr. Erdahl. Thank you very much. 

We have been joined by Congressman Weiss. Ted, do you have 
any questions at this point? 
Mr. Weiss. I do not at this time. J 
Mr. Erdahl. What about counsel? 

Ms. McAdam. Dallas, you said there could be better solutions to 
the study put forth. Do you have any specific ideas on what would 
be better ways of addressing the problem? # j 

Mr. Martin. Well, currently in the Pell grant program, for the 
last 2 or 3 years there has been in place a requirement of valida 
tion, whereby out of the prime processor, they look at through a 
series of audit checks in the system, interrelationships of certain 
daU* elements to tr> to identify whether or not they are accurate. 
. « For example, they will take a family's adjusted gross income, the 
nuijiber of people in the family, the amount of Federal income tax 
paid, and run a quick model to see whether or not those figures 
line up. If it is found they are,out of line, there is an .automatic 
flag to L»ll >^u not what is wrong, b^t it is a clear indication that it 
does not fall wittiin the tolerances •expected, using Jthe IRS tax 
tables. So those have been developed. 

Quite frankly, what th*, error prone profile and the quality con- 
trol stud> suggests is that you many not need as many audits. They 
have identified those people who are more likely to have perhaps 
made error or have error involved. Clearly, people that are itemiz- 
ing their income tax returns and are applying the usual kinds of 
procedures that can occur with the tax system, are more likely ta 
be understating income, and thereby perhaps securing overawards, 
than are the lower income students that are identified in the popu- 
lation. . v 

If yau go on and take their recommendations from that study, it 
appears that if you— I might add we are currently doing validation 
from the Department on about 300,000 applicants a year, wherebj 
those come back and are flagged and institutions validated. That is 
about 15 percent of the total applicant pool of the eligibles. 

The quality control study seems to suggest to me that you could 
with a very slight increase in that number, and by looking at fewer 
data elements, you could continue to flag somewhere in the neigh- 
borhood of 350,000 to 400,000 of those students using different crite- 
ria and you could get a significant number of those that fall into 
the error prone range where there may be overawards, thereby re- 
ducing any misrepresentation in the program. 

At the same time, you \vould not be overloading the current sys- 
tems, it is with the processor, because of increased corrections and 
back and forth documentation, nor the workload necessary at the 
institutions, because you would be keeping the cost and number of 
what is going on at the present time about the same. 

- Wet-have ..currently undertaken a survey of our membership on 

the amount of" validation activities that are going on over and 
above the requirement that is imposed by the Federal Government. 
We expect to have the results of that survey available within the 
next week to 10 days. We have assured the Department of Educa- 
tion we would be more' than happy to share those results with 
them and be happy to provfde it for the record here. 

° 3 \ 
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But it is clear to us schools are making additional efforts on their 
own in many cases. I suspect if institutions had a little more au- 
thority in terms of those cates where we really find there may be 
something wrong because of other information that we have, other 
than being locked into a, set of rigid requirements, that again insti- 
tutions would be more willing to assume some of this responsibility 
to try to prevent any error. It is obvious to all of us we do not have 
enough dollars to serve the students we would like to at the pres- 
ent time. 

Mr. Erdahl. Thank you. 

Mr. Dean. If I could ask you to comment a little bit on the possi- 
bility of Sallie Mae getting involved in nonguaranteed loans that 
are made by institutions, would you welcome such an activity on 
the part of Sallie Mae, and have you heard from a lot of schools 
that are anxious to start making such loans to meet the unmet 
need of a lot of students? 

Mr. Martin. Mr. Dean, I would say we certainly have been re- 
ceiving an increased number of inquiries from institutions. I would 
saj it is primaril> from independent institutions, although, some 
larger public universities are equally concerned. I think there is a 
general kind of fear, trepidation, paranoia, in the postsecondary 
education community right now about what happens if we sudden- 
1} take this large credit system we have available through guaran- 
teed student loans and it is dismantled or substantial^ reduced. 

I think institutions fully realize that a credit system is necessary 
in order to preserve enrollments and to provide the opportunity for 
parents and students to meet rising educational costs. So, yes, they 
have been looking at alternative sources. 

There are a lot of people out in the marketplace right now, var- 
ious investment bankers and people selling revenue bonds and so 
on that have been, I guess it is safe to say, spending a lot of time 
discussing this with institutional representatives. And clearly, if 
some of those things are going to work, it appears to me there will 
have to be some secondary markets to perhaps make those attrac- 
tive. So I think it may be an appropriate role for them to look at. 
But 1 also am concerned that the primary purpose of the GSL pro- 
gram, if we are going to maintain that with some subsidy for stu- 
dents wh< ma> not have access to some other sources, students who 
cannot aiford loans at market rates, that we continue to provide at 
leasl tht good' role that I think Sallie Mae h§s played in providing 
security and the availability of that capital out there. 

But 1 would not put myself in a position to say they should not 
explore the others and look at iheiji very carefully, because they 
probably have much more expertise than do many of the educa- 
tional institutions in knowing whither those are desirable plans 
and whether or not they are secure, than perhaps* do some of the 
other people that these things are being discussed with. 

Mr. Dean. Are schools telling you they are going to.go ahead and 
make such loans whether or not Sallie Mae will buy them? 

Mr. Martin. We have some evidence from a few institutions that 
are pursuing alternatives at this point. I only know of probably 
four or five that are actually beginning to take up that role. Most 
of them are hopeful there will be an outlet down the road, Sallie 
Mae or some other source. But beyond-that, I really cannot say. 
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I look at students coming out now with student loans that 'literal- 
ly are paying interest rates.that are much larger than I ever paid 
for my first home. We have all been experiencing that. I think it is 
frightening. I am very fearful that students in many disciplines 
simpty will not have the earning caRacity, at least early on, to deal 
significantly v/ith that debt. 

Schools are looking to see, can we somehow share thatlo that 
the student is going to continue to pay a significant portion^ be- 
cause we use part of our money to help them out, so we are ndt 
g °x!? g t0 be creatin 8 a whole^generation of indentured servants. 

Mr Dean Relating to a comment in your testimony regarding 
state statutes prohibiting assignmerft of loans to the Department. 
Would you like to see the Congress preempt the State statutes? 

Mr. Martin Constitutionally, I don't think you would be able to 
do that. That would be an easy, way to'do that. I suspect we get 
into some differences between State statutes and the Federal Gov- 
ernment. 

What I w^s trying to point out on that, is that even though we 
have created some incentives here, and I think it was a very wise 
and helpful situation of creating the assignment of these loans, I 
am disappointed that for a period of time to' try to assist in this 
eprt, when Mr Cornfeld, who was involved with the effort with 
Mr Califano, they established a procedure of what was known as a 
referral process through part of their assignment. 

The referral institutions could give some of those notes to the De- 
partment of Education. They, in turn,%vould try to assist in the col- 
lection. And then the money that was collected was returned to the 
school to deal with this problem of not being able to assign the 
assets. 

The Department has now eliminated the referral provision of 
that, and it* is only a straight assigned provision. So it now totallv 
precludes those other institutions in those States from turning over 
those loans. So I think it might be helpful to talk about at least, or 
discuss with the Department again the possibility of doing referrals 
which.woUld relieve some of that. That might t be one possibility. 

Mr. DfeAN. Thank you very much. 

Mr. Erdahl. Thank yotf, Mr. Martin. 

I believe you were here yesterday when we heard from several 
people from the GA(X As you state in your testimony, I think some 
of the standards they talked about are reasonable, having these 
loans and assistance available for students who actually are stu- 
dents, and having somfc type of satisfactory academic progress. I 
thought it was ironic, that, as I drove home last night, the news 
picked up the story. We can guess the part of the testimony they 
picked up was about the second semester sophomore who had been 
in college 5 years, and the person who flunked accounting six 
times. That was the story in the news. I think those are not the 
normal procedures, yet those are the sensational things. 
• ^ I am going to ask what' may be an unfair question. You men- 
tioned several times what the Department, was about in all these 
endeavors. Do you have any hunch or clue whether these functions 
might be administered on the Federal level under the new, what- 
ever it is going to be— I will call it the Federal educational entity. 

ERIC 31 i 



309 



Mr. Dean. Would 1 be correct in assuming that a lot of communi- 
ty colleges and a lot of colleges .serving largely low-income students 
would not be able to.get into these loans at all? • * 
Mr. Martin. I think that is a .very safe assumption. They do not 
have in most cases the kind .of portfolios or reserves within those 
institutions to provide the security that^is necessary for these 
bonds, and other kinds of financing, mechanisms. So you pretty well 
get down to those that are more established of broader' based. 
Mr Holec might wish to comment on that in terms of experi- 
* ence because I know his institution has, been for another reason 
looking at some alternatives' of financing. Purdue, of course, is a 
large .State university. . m * ' . . . .. 

Mr Holec. I think right now ope of the^concerns is just what is 
going to happen. Everybody is looking- at a variety of options, a 
what-if situation. What if the program is changed in certain ways, 
and if the credit market begins to dry up? What are the alterna- 
tives there-getting back into lending as an institution under the 
guaranteed student loan program which used to take place at our 
institution as well as others, the secondary market-just a whole 
' variety of arrangements. . i r „r 

So 1 1+nnk at this point it is mostly discussion and exploration ot 
if the worst comes about, what kind of other alternatives might be 
available to turn to to help students in financing their education^ ' 
Mr. Dean. What percent in Purdue Tight now is being recycled 

into aid? T , . . cc 

Mr Holec. As a percent, T am sorry, I cannot give you right ott 
hand. Out of current .revenue funds, the university is putting in 
about $1,300,000 currently for undergraduate students lhat is 
grants based on financial need. Then in addition to that, there is 
support that goes to graduate students' and the like. I can get that 
for you and provide it. ■ *. ..,„., . -t ' 

Mr. Dean. L think that would be worthwhile for the subcommit- 
tee to have. , . ... . . .„ 

If I can ask Dallas, do you find a trend among institutions to 
make fewer grants Jand to get more into loans to students so as to 
make the dollars go further? . . . 

Mr. Martin. I think there are a number of institutions-again 1 
think this is more likely to be occurring within the independent in- 
stitutions because of the large differences i? tuition costs, because 
of the lack of State subsidies to make up that difference-I have 
had a number of those individuals recently who have shared with- 
me that they are beginning to look at, could they use some of their 
• . existing assets that typically have gone in the form of grants, to 
leverage other kinds of funds, or perhaps to use some of that 
through financial markets to help pay part of the interest subsidies 
for the students. « * 

I think they are very, very concerned that given our current eco- 
nomic climate, with interest rates being as high as. they are, most 
people recognize that students are not in, a position to repay inter- 
est on the loans while they are in school. So you have .a deferred 
period, giving them an opportunity to get on their teet. 

When we start talking about loans at market rates, where we 
are talking 14, 15 percent interest rates, and the ^ impounding 
effect of that very quickly creates a debt burden that is substantial 
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Mr. Martin. I don't wunt to discuss the structure any more than 
you do, Mr. Erdahl. I would say that it is our opinion there are a 
number of very dedicated and qualified individuals who are cur- 
rently working in the current structure within the Department of 
Education and formerly the Office of Education who understand 
and have an appreciation of these programs and have done that. It 
seems to me some of these functions must be centralized and must 
be dealt with through that kind of entity, whatever it is. 

I also believe, however, we could probably improve the system 
somewhat if in fact the educa.ional institutions who are the people 
on the frontline that have to deal day to day, face to face with the 
students had some additional discretion and some additional au- 
thority in some of these matters. We have been trying to work as 
an association in terms of taking responsibilities to develop our 
own standards and our own self-regulation initiatives to improve 
this. 

One example of this that we might point out which might be 
very carefully looked at is, I wonder if, given the fact that 80 or 85 
percent of applicants for Pell grants are currently getting into that 
system by applying through one of the multiple processors or satel- 
lite processors contracted with the Government, those agencies 
that have already typically been performing that service. 

And second, institutions in all of the other programs have discre- 
tion in terms of putting that together. It seems to me that there 
might be an areaiwhere we could begin to look at, some examina- 
tion that could provide decentralization back to the institution with 
some responsibilities, eliminate some of the middlemen and some 
.f the steps in the processes. That *vo<.id not ortl) save substantial 
amounts of operational costs and personnel, but #ould return some 
of the control back to the campuses where they are dealing w*1h 
lue students and where they can provide that helpful hand. 

Along with that is the assumption there would be some discre- 
tion, because many of these things are simply not into a category 
that it is all one way or all the other. I think institutions would 
accept that responsibility, would do it well, and that we could save 
money and make the process smoother and easier for everyone, 
and perhaps add greatly to the simplicity of the current system. 

Mr. Erdahl. That sounds sensible.' We" have also heard rumors 
that maybe the loan and grant function would be transferred to 
the Treasury Department. Do you have any reaction to that? 

Mr. Martin. I would sincerely hope, I guess— and this is certain- 
ly not an. official association position, we have not discussed this— 
but I think we are concerned that we do not totally fragment all of 
these programs. I have great respect for the people in Treasury, 
and their ability to perform their functions that are currently as- 
signed to them. But I am not certain people over there are in the 
best position to look at overall educational policy, which I think 
has to be the basis of these programs. While they may know a 
great deal about credit management and financing, I am not cer- 
tain they would have the same kind of sensitivity that I think 
people in the Department of Education have in terms of looking at 
the investment that we are making and the kind of support we are 
building for our postsecondary educational system. 
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Mr, Erdahl. Thank you very much for sharing those observa- 
tions with us. 

Mr. Weiss. Mr. Martin, do you have any information or perhaps 
insight as to the impact of the changes which we made in the guar- 
anteed student loan program last year on the lending institutions 
and their reaction, and on the students? Perhaps you have more on 
the first than the second. 

Mr. Martin. Yes, Mr. Weiss, No. 1, it is safe to say that last year 
as we completed the omnibus budget reconciliation and incorporat- 
ed into that the changes in the guaranteed student loan program, 
you are well aware that those provisions went into effect on Octo- 
ber 1 last year. Consequently, in anticipation of that, I think most 
students and most institutions participated in informing students 
there was a change forthcoming. So probably about 95 percent of 
those students that secured loans did so in advance of that date. 
Consequently, the changes by .going to the $30,000 income cap, the 
new 5 percent origination fee, the minimum loans and,^™, we 
are just now beginning to find out from students how they are 
reacting, from a few enrolling in second semesters that did not 
secure loans before. 

Of course, that means the real saving* that would be incurred 
from any of those kinds of procedures have not yet shown up on 
the ledger sheets. 

As we approach .this spring, and institutes begin the process of 
reapplying for funds for the coming academic year, starting July 1, 
certainly everyone now will be subject to those new provisions and 
wading through it. * 

As we get into the spring, we will begin to se* very clearly 
whether or not those tightening of eligibility requirements will in 
fact not only save the money anticipated, but whether or not create 
unnecessary hardship on certain classes of students. 

As far as the lending institutions are concerned, while I do not 
feel totally prepared to speak a long way on this, in conversations 
that I have had, I would say that part of what they experienced 
that made it somewhat difficult was this tremendous rush on the 
banks that occurred late last summer. Consequently, they were just 
inundated with papers and forms and sc on which did not provide 
the normal kind of flow of applications. 

So, from the management standpoint, many of those people have 
had to really dig their way out of that procedure, and that has not 
been without obviously additional cost and problems. 

I suspect now if we are into this under a normal flow, their oper- 
ations will get back to a more predictable level, as they Were 
before. But I think it is a little early to say whether or not we were 
successful with the changes we made and what impact they will 
have on overall cost to the Federal Government as well as upon 
volume and participation by people in the program. My, belief still 
is that it will reduce expenditures and will provide savings. But we 
are not going to really see that until later this year. 

Again, Mr. Holec might wish to comment on that because he 
would have firsthand experience in terms of the kind of application 
flow he has seen. 

Mr, Holec. Very clearly all of the applications or a very high 
percentage of them, were in before the cutoff date. I think we proc- 
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essed on our campus 12,000 applications before October 1. Since 
then, only about 600 or 700 have come in. Several of them, many of 
them, have been denied, although I cannot give you the exact 
number. I think one of the very real concerns all of us. have in the 
field right now in trying to advise parents and students about fi- 
nancial aid for next year is having to say we cannot tell you any- 
thing, we don't know what student aid will look like next fall. 

Part of that problem stems from the Pell grant program. The 
processing of those forms has not begun. There are indications it 
may be another month or two before that may be started. The pro- 
cedures for validation which should be in institutions' hands at this 
point, because the, have the financial aid forms, are starting to get 
applications and starting to review and process them, the decisions 
regarding what that is going to be like are unknown. So our hands 
are tied in terms of getting applications in the Pell grant system. 

In the guaranteed student loan program, we are precluded from 
processing any guaranteed loan application for any academic 
period beginning after July 1. Students are coming in beginning to 
inquire about^ that. We have to say you are going to have to sit 
tight, we don V know, we are waiting for the family contribution 
schedule, or curves or tables, whatever is going to be used by the 
Department for this next year. And until then, we cannot begin. 

So I think there is a tremendous amount of indecision and inabil- 
ity on the part of institutions to talk reasonably with students and 
families about what to expect for next year. 

I look back through the several years— I have been in this busi- 
ness 16 years— and the Jast several it is always like the crisis 
comes in the summer. All I have been able to tell my staff is we 
will have another crisis in 1982. We have to face this, students and 
families are going to have to make some decisions. That may have 
as much impact on volume as anything. If decisions are not made, 
because we can't tell students until June, July, August, September, 
after school starts, what their aid situation is— they are going to 
have to make some decisions before then, and many are going to 
decide, have to face reality and s,ay "I cannot go to school." 

Mr. Weiss Thank you, Thank you very much. 

Thank you, Mr. Chairman. 

"Mr. Simon] We thank you very much. 

I call on my colleague from Minnesota to introduce the next wit- 
ness. 

Mr. Erdahl. Thank you very much. 

We will ask Mr. Ingle to come up to the table. 

While he is relatively new in his position, the unit^he represents 
has not only been recognized in Minnesota but throughout the 
country as a good entity in doing what it^says and coordinating 
higher education for the State of Minnesota. 

I am very glad to welcome Mr. Ingle today. 

STATEMENT OF CLYDE R. INGLE, EXECUTIVE DIRECTOR, 
HIGHER EDUCATION COORDINATING BOARD, ST. PAUL, MINN. 

Mr. Ingle. Mr. Chairman, members of the committee, I am 
pleased to be here. I welcome the opportunity and the invitation to 
speak to you* 
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I have been Invited to speak *?n a relatively narrow part of the 
problem of how parent* and student^ will finance their postsecon- 
dary education; that it, specifically loans, and a little more specifi- 
cally the importance of the secondary market for those loans. 

I would like to preface my prepared comments, if I may, by 
noting that on behalf of the members of the Coordinating Board in 
Minnesota, Minnesota students and institutions, and postsecondary 
education in the State, we would like to express our appreciation 
for the support and expression of our concerns that Mr. Erdahl has 
made. We recognize that, and we are very appreciative of that 
here. 

The second comment I would like to make before I move to my 
prepared comments, which members have a copy of, is that I 
cannot resist, if I may, Mr. Chairman, a slight response to your 
question of what would you do if you were to restructure the finan- 
cial aid system. 

The fact is that responsible authorities in Minnesota today are 
heavily into debate about just that question at the State level. I 
think it is critical, as I know you are aware, to recognize the diffi- 
culty facing a State as it tries to protect its goal of promoting 
equality of opportunity for an education which best suits the needs 
of its citizens. We are engaged in that debate currently. 

Still, the major investment in postsecondary education in Minne- 
sota and in most States does come from the State level, and one of 
our critical questions is how we relate to the Federal presence, 
* whatever it may be. 

I must say that in our judgment this really becomes a question of 
values. It is not so much a question of rules and regulations, as 
onerous as they ma> be. It is a question of what we as a society are 
willing to pay for this process of postsecondary education and 
\#here it is best to be put. 

Having said that— and I would welcome an opportunity to speak 
further on it— I would like to turn now to m> prepared remarks. 

I will offer a bit of background as to why I am going to speak on 
this particular issue. I will speak briefly on the importance of the 
secondary market for an effective lending operation at the State 
level and elsewhere, and then I will speak specificall} to some con- 
cerns that we have. i? 

The coordinating board in Minnesota is an 11 member lay board 
designed to represent the public at large in coordination of post-sec 
ondar> education in our State. The board has broad planning and 
research responsibilities, as well as administrative duties. We are 
responsible for a number of State-funded financial aid programs, as 
well as the second resort direct loan program under the Fedeial 
guaranteed student loan program. 

Our direct student loan program is one of the largest single tax 
exempt lenders in the Nation, anticipating disbursements of over 
$100 million this fiscal year. As we discuss mutual inteicsts this 
morning, it is essential that you understand that our program is 
designed to provide access to loans for any eligible Minnesota stu- 
dent who is unable to obtain loans from commercial lenders. As 
such, we have made between 45 to 55 percent of the loans in Min- 
nesota since the inception of our program in 1971. During this 
period, we have made $340,561,000 in loans. 
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The Minnesota program is capitalized by the sale of tax exempt 
revenue bonds. Since April 1974 the board has issued bonds of 
$491,850,000 and today .has outstanding obligations of $332,000,000. 
This debt is the sole obligation of the coordinating board and is not 
backed by either the credit or taxing power of the State. 

We believe our program is a prime model of successful manage- 
ment and use of the tax exempt market for a wholly public pur- 
pose. Our .students and postsecondary institutions are dependent 
upon the tiipely availability of this credit as an integral part of 
their financial aid system. 

Without the availability of these loans many of our students 
would be unable to attend the program suited to their ability and 
aspirations. The result would be both distortions and declines in 
enrollments. 

As to the importance of a secondary market, the ability of the 
coordinating board to fund a student loan program of last resort as 
directed by the Minnesota Legislature, is critically affected by the 
presence of, an effective and reasonable secondary market for stu- 
dent loans. 

With the existing arbitrage requirements and the growing 
demand for loans, it has always been difficult for the board to keep 
much ahead of quarterly loan demand. Thus, our cost of capital has 
been at about current tax exempt market rates and we have 
shared the vagaries of the market for the past 8 years. 

This has meant that our margin for operation has been very slim 
at times, particularly since the special allowance formula was 
changed to one-half the standard formula yield. 

By standard measures, I think most would classify the Minnesota 
program as financially mature and stable. Nevertheless, it is ap- 
parent that under most market conditions our offers of debt need 
some security in addition to scheduled loan repayments and cur- 
rent guarantees. 

In our judgment, this need can most effectively be met through a 
long-term relationship with a secondary market for student loans. 
If this need exists for a mature and stable program, I am sure you 
can understand how critical the need is and will continue to be for 
programs just beginning to use tax-exempt capital or those in the 
process of maturing. 

In this context, the secondary market serves simultaneous dual 
functions; Debt security and fund liquidity. Both functions are se- 
cured by the commitment tu purchase loans if and when the pro- 
gram needs to sell whether to meet debt service requirements or to 
provide capital for additional loans. 

As market conditions restrict borrowing to short-term high inter- 
est borrowing, these functions become absolutely critical. To meet 
these needs, the secondary market must be available, flexible to 
program circumstances and affordable. 

The commitment to meet these needs must be unequivocal and 
not subject to alteration' with minor or short-term market fluctu- 
ations. All parties must understand and appreciate the fact that 
tax exempt fund loan programs are most dependent upon second- 
ary market services during periods of general market distress or 
uncertainty. 
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The Minnesota program has had a long relationship with second- 
ary markets and with Sallie Mae in particular. We have had deal- 
ings with Sallie Mae since 1976 and in 1979 we signed an historic 
agreement which was designed to cover up to $200 million on loans 
made from our program. 

We have used up the amount in that agreement and we have 
been unable to negotiate either an extension or successor to it on 
t£rms which we feel are reasonable. 

Therefore, we have turned to private lending institutions where 
we have been able to secure limited commitment agreements in 
terms more responsive to our needs. However, as fiscal condition 
continue to change, we have no assurance that these options will 
be available to us in the future. 

The 1979 agreement provided long-term security and with it 
flexibility to effectively respond to student demand within a wide 
range of market conditions. Without such an agreement, we will be 
increasingly dependent upon short-term financing and the ravages 
of changes in short-term rates. 

As our experience indicates, Sallie Mae can and has served as an 
effective secondary market for programs capitalized, at least in 
part, by tax-exempt debt. However, for more than 1 >ear now she 
has not offered services or terms which are responsive to our needs. 
1 think it is also important to note that there is no indication that 
the private alternative will continue to be available. 

I would now like to speak more specificall} with you about some 
concerns about the future role of the Student Loan Marketing As- 
sociation as a principal secondary market opportunity for student 
loans in the Nation. 

I must stress to you that I .speak today not as an investment 
banker or financial anal>st or as a bond counsel. I speak as one 
who has the responsibility to the board, the Minnesota Legislature 
and more than 50,000 students annuall} to insure that sufficient 
funds are available for students and their families to pursue the 
postsecondary education of their choice. 

Thus, my perception and concern is a very practical one, not con 
fused by the intricacies of the bond market or the legalities of bond 
sales. It is how we are going to meet the needs of Minnesota stu- 
dents and families at prices and terms which are reasonable and 
which protect the long run integrity of the program and the public 
interest. 

At the outset, then, let me state an assumption which I believe 
to be fundamental to the concerns of the committee. 

It is my understanding that the central purpose of the Student 
Loan Marketing Association is to offer liquidity to commercial and 
direct lenders. It was within this understanding that 1 year ago my 
colleagues from a number of other States and I expressed our con- 
cern about the additional authorities and responsibilities for Sallie 
Mae which were ultimately adopted by Congress. 

While I do not propose to reopen the debate about the individual 
amendments, I do think there is a critical question which I believe 
this committee should address as a part of a continuing effort to 
insure that students are able to secure adequate resources to 
pursue a postsecondary education. 

3c / 
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This question is whether the additional authorities and responsi- 
bilities are directly in conflict with the centraL purpose of the Stu- 
dent Loan Marketing Association. I think that the presence of an 
effective secondary market for student loans is absolutely essential 
if it is our intent to provide credit to students and families, 

I believe that the central and original purpose of Sallie Mae was 
laudable and that the underlying working assumption that Sallie 
Mae should function in the competitive market is sound. I would 
like to stress that. 

However, the very competitive principle which guides Sallie 
Maes original purpose when applied to the additional authorities 
could determine the secondary market function, which I under- 
stand to be the central purpose of SLMA. 

In practical terms, the question is whether SLMA's interests 
might better be served in the future by exercising its new authori- 
ties to become a lender, a secondary market for unsecured loans, or 
a seller, purchaser or underwriter of tax exempt student loan 
bonds. 

To achieve these objectives Sallie Mae could demand terms and 
conditions as a traditional secondary market that would undermine 
statewide direct lenders and private nonprofit programs. 

If this potential exists, it seems to me that a potential for conflict 
of interest exists which could result in behavior contrary to the 
long-range purpose and intent of national policy. 

In short, and in simple terms, the purpose of serving as a second- 
ary market to all types of lenders may well be in direct conflict 
with the additional authorities provided Sallie Mae in the reconcil- 
iation bill. 

In my judgment, there is a direct conflict of interest here which 
does not make for effective or efficient policy in the long run. Let 
me' stress here that this is not a conspiratorial view of the world, 

I believe that the intentiQns of all involved from Sallie Mae to 
Members of Congress are the best. However, I do not expect that 
individuals will remain in their present positions forever. 

Based on our experience to date, I expect that the conditions for 
funding the student loan programs will become more difficult. Let 
me stress here that if it is difficult for a mature program such as 
Minnesota's it is going to be even more difficult for those programs 
which have evolved over the past few years, and I would think that 
this would be of particular interest for this committee. 

Thus, the potential for conflicts of interest and purpose which I 
perceive here seems to me to bode ill for the efforts of States to 

Provide credit .to students, which I understand to be the intent of 
bngress from 1978 and still to be the case today. 
Again, the conflict between serving as the principal secondary 
market and the incentives which surround the additional authori- 
ties now held by Sallie Mae seem to me to represent the potential 
for a conflict of interest which will, in my judgment, work to the 
disadvantage of the States which are attempting to responsibly 
deal with the financing needs of their students. 

Mr. Chairman, I think a serious attempt to address this question 
and related ones will again assist the committee in the constructive 
process of clarifying to the staff and boafd of Sallie Mae what Con- 
gress intends as a priority role for Sallie Mae. 
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At the same time, this effort will establish a basis for future 
evaluations of performance. Without such an effort on the part of 
you and your colleagues, Mr. Chairman, I fear a period of confu- 
sion characterized by nec 's inadequately addressed, unproductive 
tension, conflicts of role and interests, and ultimately the placing 
in jeopardy of that part of the GSL that has been responsive to the 
needs of students that the traditional commercial lenders have 
been hesitant to meet. 

I want to thank you for the opportunity to join you today and to 
share these concerns with you. I would be pleased to assist you anU 
members of the committee in any manner which might be helpful. 

Mr. Simon. Thank you very much for your testimony. 

I gather that you are suggesting that there, should be statutory 
changes for Sallie Mae. I wonder if you could be more specific in 
what you would like to see. 

Mr. ]&gle. Mr. Chairman, members, I am not proposing statu- 
tory change. I am concerned about the lack of clarity as perceived 
by those of us who are responsible for providing capital at the 
State level fcr programs, for students. 

Mr. Simon. Are we talking about a communication problem, 
then? ' \ 

Mr. Ingle. I think it is a question of what is the ultimate uSe of 
the authority which is currently, as I read it, in the legislation. I 
am not proposing statutory changes. 

Mr. Simon. Let me again, for purposes of clarity— where you say, 
'To achieve these objectives, Sallie Mae could demand terms and 
conditions as a traditional secondary market that would undermine 
statewide direct lenders and private nonprofit programs." 

Can you spell out more specifically what you mean there? 

Mr. Ingle. Yes, I can. 

I think the simple way to state this is as follows. If one of your 
major servicers in any kind of activity is put in the position of 
being a competitor in the major activity one is engaged in, then 
clearly the incentives, it would seem to me, which underlie the 
competitive mode of operation for Sallie Mae, which I applaud, 
would push that organization over a period of time to demand 
terms and conditions of lenders, especially tax exempt lenders, 
which would be to the advantage of the organization not to have to 
deal in the secondary market. * ' 

Mr. Simon. Can you be more specific? Lets use a concrete A-B-C 
example. 

Mr. Ingle. Sure. With the end of the commitment to purchase, 
the commitment agreement which we need for two purposes. One, 
in order to provide liquidity for our program and second, to be able 
to go into the private capital markets. We need ratings to be able 
to sell at competitive rates, interest rates, we need a commitment 
agreement. 

We have not in the last year and a half been able to work out an 
agreement with Sallie Mae which we think is reasonable in terms 
of the ultimate cost to us. 

Now, I think— and I agree with the comments of Mr. Fox - the 
principle of operating in the competitive market is one that may 
make that necessary. If that is the case, that is that the terms are 
such that they will ultimately drive the lenders such as the pro- 
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gram in Minnesota out of business, then the question comes how is 
the State or the Nation to provide that credit. 

I don't know the answer to that, but I know that we must have 
the commitment to purchase. If the terms being provided to us are 
such that they make it unprofitable and impossible for us to secure 
funds and lend at a break even point, which is our objective, then 
the effort of the State of Minnesota is- ended. ' 

Mr. Erdahl. Mr/Chairman, this is very technical. I have a ques- 
tion in the same area. • 

On page 3, up at the top of the page, you say, As our experience 
indicates, Sallie Mae can and has served as an effective secondary 
market for programs capitalized at least in part by tax exempt 
debt. However, for more \han a year now she has not offered serv- 
ices or terms which are responsive to our needs. I think it is impor- 
tant to note there is no indication that a private alternative will 
continue to be available." 

So, really two questions, if I might, Mr. Chairman. 

Could you be more specific, where you say she, meaning bailie 
Mae has not offered services or terms which are responsive to our 
needs Then the other thing about the private alternative, which is 
something we hear much about in Washington in recent weeks and 
days 

Mr Ingle. Yes. The simple explanation here is that from our 
perspective the demands of the Student Loan Marketing Associ- 
ation as we worked over the last 2 years, would have provided 
Salhe Mae with what we consider to be perhaps an unreasonable 
high yield which would have meant fewer resources left in our pro- 
gram to be linked to students. . 

The specific details of our difficulties are_v.ery_te.ch.njcal What 1 
would like to do is provide those written for the record and not try 
to explain those here because they are technical details I will be 
glad to do that. 

[The information follows:] 
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The Honorable Paul Simon, Chairman r 
Subcommittee on Post-Secondary Education • 

U.S. House of Representatives , > 

320 Cannon Office Building 
Washington, D.C. 20515 

Dear Chairmen Simon: 

I was very pleased to appear before your committee on February 4, 1982 and am 
especially appreciative of th^ opportunity to respond, far the record, to the 
major .question which you posed at the hearing: What are the specific problems 
with Sollie Mae's service, ar lock thereof, to statewide direct lenders that 
capitalize their programs through the sale of tax-exempt bonds? 



Background 

As I said at the hearing, on adequate response to this question is both complex 
and technical. To be sure we all understand the context of the question I want 
to review, again, the basic characteristics of the Minnesota State Student Loan 
Program (MSSLP): 

Purpose : To oct as a second or last resort lender for those el.jible 
applicants who have been refused loan access by a commercial lender. 

Origins: Authorized by the 1973 Minnesota Legislature to link directly 
with the federal Higher Education Act, as amended. Subsequent changes 
have been made to conform with changes in the Federal Guaranteed 
Student Loan Program (GSLP). 

Volume: Since 1974 the Minnesota Program has made between 45 and 
55% of all Minnesota loans totaling mare than $340 million. During this 
fiscal year, ending June 30, 1982, we are projecting a volume of more 
than $100 million. 

Capitalization: The program is capitalized by the sale of tax-exempt 
revenue bonds. The debt is the sole obligation of the Coordinating Board 
ond is not backed by either the credit or taxing oawer of the State. 

Special Allowance Payments: .Loans made under the Program prior to 
October I, i960 earn the full ^pecial allowance payments from the 
federal government, ensuring a .variable yield equal to the bond 
equivalency rate on 91 -day treasury bills plus 3.5 percent. Loans made 
after October I, 1980 earn half this Jull special allowance payment, 
although in no case can the tutal yield (interest ^lus special allowance) 
fall below 9.5 percent. 
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Federal Arbitrage Restrictions: The ^Coordinating Board has m c 0 °/ en< l nt ^ d 
to comply in all respects with the requirements of Section 103(c) of the 
Internal Revenue Code of 1954, as amended, and all applicable 
Department of Treasury regulations relating to arbitrage. By law, 
special allowance payments, however, are not considered interest 
^ earnings, for arbitroge purposes. 

Use .of Earnings: By statute and bond covenants any earnings derived 
„ from the operation of the Loan Program ore dedicated to the costs of the 
Program or the acquisition of new loans. 

' The ultimate objective of the Coordinating Board in the financing of the 
Loan Program is to achieve^ba lance in the following equation:. 

Loan Repayments + Reserves + Earnings = Debt Principal and Interest 
Payments + Operational Costs. 

Sallie Mae's Role With Respect to Stotewide Tax-E xempt Lenders 

Given the volatility of the national economy and its reflection in the tax- 
exempt bond market, it has been difficult for some time to assure a balance 
between revenues and expenses. These circumstances have nearly closed off 
access to long-term definitive financing (matching loan and debt repayments; 
for student loan programs. Thus the financing of student loan programs for the 
. past three yeors has been primarily dependent^ on the short-term market, 
Increosing the risks, costs and complexity of each issue. 

In the short-term market (usually 3-5 years) the term of debt is considerably 
shorter than the potential repayment schedule assured borrowers by federal law 
(10 years + deferments ♦ in-school period). - Thus to assure bond purchasers that 
their capital con be repaid on schedule, some device for ensuring intermediate 
liquidity has been expected by the rating agencies and potential purchasers. 
The devices most frequently used in the past three years have been forward 
purchase commitments by banks or Sallie Mae and letters of credit from major 
national banks. Letters of credit generally result jn higher bond ratings, 
however, the continuing costs to the issuer are also greater, thus offsetting the 
lower interest rates that accompany higher bond ratings. The costs of these 
intermediate devices vary with other market rates and are sufficiently high to 
be a factor in financial feasibility for smaller and immature issuers. Another 
factor, which has been increasing in frequency, is the expectation that the 
issuer will designate the provider of the credit assistance as a senior manager in 
the underwriting of the bond sale. This arrangement is both costly (up to 3% of 
the total bond value) ond limiting since it precludes the competitive sale of the 
bonds. , , 

From about 1976 to 1979, Sallie Mae was .generally meeting, the needs of a 
number of statewide lenders through forward purchase commitments. Inese 
"agreements provided needed security, financing flexibility, and were 
instrumental in assisting a number of states in meeting additional student loan 
demands. The specific terms of the agreements varied, significantly and all 
were the result of lengthy and technical negotiations. In many instances bailie 
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Mae guaranteed par purchases for notes of in-school or grace status and a 
reasonable discounted price for loans already in repayment. For many newer 
programs the Sal lie Mae commitment agreement was the only vehicle available 
to assure success with the rating agencies and the markeiploce. Through these 
arrangements Sallie Mae helped establish appropriate standards relating to the 
origination and servicing of tnese loans. 



Specific Problems We Face | n Working With Sallie Moe 

The problems in working with Sallie Mae fall generally into two categories: 

- Sallie Mae's failure to work out agreements in a timely fashion. 

- Sallie Mae's failure to offer reasonable competitive terms in agreements 
with state lenders. 

Sallie Mae's Failure to Work Out Agreements in a Timely Fashion 

A perennial major limitation in working with Sallie Mae has been the 
organisation's inability or unwillingness to work out agreements on a timely 
basis. For example, in 1981 we discussed a commitment ogreement with Sallie 
Mae but were enable to secure a complete negotiated package prior to the bond 
sale for which the commitment was needed. Recently, these problems have 
continued. On February 12, 1982 we requested a proposal from SLMA that 
would supply additional security to our planned revenue bond issue. The only 
criteria for the proposal was that the proposed security for our bonds would 
-adhere to our currently outstanding bond resolutions. As of this date, six weeks 
later, we have not yet received a proposal. We have initiated two verbul 
discussions regarding this, in which SLMA indicated interest but would not state 
when or whether such a proposal would be forthcoming. When such a requesr 
was submitted to other entities, we normally received proposals within three 
weeks. » 

Whether by design or in effect, Sallie Mae's delays have often left tax-exempt 
lenders, such as ourselves, in the untenable position of having to accept their 
conditions at the last moment, search for on alternative source of support on 
short notice, or simply not provide loans. For a mature program, such as 
Minnesota's, alternatives to Sallie Mae have been available in recent years. But 
for neophyte state programs that lack reserves and a proven record, Sallie Mae 
is often the only alternative. And even for mature programs Sallie Mae remains 
on important resource because it is not clear that other alternatives will 
continue to remain available in the future. 

Sallie Mae' s Failure to Offer Reasonable/Competitive Terms in Agreements 
with State Lenders 

At some point in 1979 or early 1980 Sallie Mae's terms for entering into forward 
commitments changed dramatically, suggesting that the organization's concern 
and appreciation for statewide loan programs has diminished. Although Sallie 
Mae did not publicly announce a change in policy, the integral features of 
contracts changed in two important ways. 
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four foe tors will continue to provide Impediments to successful negotiations 
between statewide lenders and Sal lie Mae: *o 

1. Sallie Mae's transition to the private markets for capital will 
mean that its periods of greatest hesitancy and self-protecting 
behavior will occur at precisely the same times that statewide 
programs capitalized through the tax-exempt market will need 
assistance and protection; 

2. Sallie Mae's recently acquired direct lending authority (as a lender 
of last resort) conflicts directly with its role as a secondary 
market far other lenders of last resort. 

3. 5allie Mae'$ staff and Board have no external policy guidance to 
direct their decisions relating to the competing objectives of 
assisting clients (risks and liabilities) or maximizing profits (assets 
and comfort)} and 

4. There is no continuing mechanism ta rev w Sallie Mae's 
performance or leverage for inducing desired behavior. 

The magnitude of this situation should not be overlooked. The statewide 
programs ore currently serving the loan needs of more tnan 20% of the national 
volume. If for any reason the participation of banks or savings and loans should 
decrease in the next few years, the dependence on the statewide programs will 
increase. If the pattern of reductions in other federal and state financial aid 
progronis should continue, the increased loan volume which results will, in many 
states, be borne by statewide programs capitalized by tax-exempt borrowing. If 
we are to continue to meet these needs and meet the requirements imposed by 
trje marketplace, we will need effective, dependable,. and affordable services 
from a national secondary, market dedicated ta serving student loan needs. We 
cannot depend upon the commercial sector to meet the major portion of these 
needs because of competing demands on their capital resources. On the other 
hand Sallie Mae's sole purpose is to assist iq the maintenance of student loan 
credit > <d I believe that this mandate ought to require that Sallie Mae provide a 
dependable and affordable secondary market for statewide programs. 

I appreciate your interest and hope the Committee will continue to take an 
active interest in the appropriate roles and performance, of Sallie Mae. 

Sincerely, , 

CLYDE R. INCL6 
Executjve Director 

cc: Members of the Committee 
, Minnesota Delegation 
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First, Sallie Mue's proposed terms hove shifted virtually all real or potential risk 
in the prospective arrangement to statewide programs. For example, in 1980, 
Sallie Mae proposed as a condition that the Minnesota program, as the future 
seller of loons, ogree t,o pay any servicing costs in excess of 1.5 percent over 
the entire life of loons in order to avoid prohibitive discounts. When my 
colleagues and I have complained that such cnanges would be incompatible with 
either the octual costs af servicing loans or with the yields provided on tax- 
exempt student loans, Sallie Mae has been less thon responsive. Invariably, 
Sallie Moe's suggested remedies ^e either not allowoble within current legal 
restrictions or they are simply financially infeasible. 

Second, Sallie Mae has proposed terms that would significantly increase its 
potential profits from commitment agreements. For exomple, Sallie Mae has 
offered only to purchase notes of in-school or groce status. Furthermore, Sallie 
Moe has continued to demand larger average consolidated loon amounts. For 
instance, Sallie Mae has indicated that under present terms in the Minnesota 
program we would need on averoge consolidated loan size of more than $5,000 
to be assured of par sales with them. The net effect of this requirement would 
be either to force lenders to encourage students to take out larger .and multiple 
loans to achieve the highest purchase price' possible in Sallie Mac's pricing grid, 
or to accept commitment agreements that increase the state program's 
financial liability. Encouraging excessive borrowing clearly is not an option for 
statewide lenders - it is contrary to state policy, not in the students 1 best 
interest, and ultimately more costly to the federal government. 

Effects of Problems State Lenders Face with Sallie Mae 

tn combination, these problems discussed above have in many instonces changed 
a Sallie Moe forward commitment agreement from an asset to a financial 
liability for our programs. In. our judgment, Sallie Mae currently does not 
provide a service that meets the needs of statewide lenders. 

Because the Minnesota program is rapidly approaching financial maturity aid 
has a proven record in the band market, we have had the luxury of finding 
better terms elsewhere, and thus are in a position from which we can criticize 
Sallie Mae's performance. The irony of this situation is worth emphasis. Our 
program has been able to secure better overall terms from private banks, which 
hav. not hod the benefits of federal subsidies and access to the Federal 
Financing Bank. And Sallie Mae's apparent disinterest in serving statewide 
lenders has occurred at the same time that Sallie Moe's profits have grown 
dramatically. In I960, while Salhe Mae negotiators were offering 95 percent oh 
notes that previously would have been accepted at par, their earnings increased 
by nearly 50 percent (from $6.^million in 1979 to $9.4 million in 1980). 

The evidence provided above suggests 1hat a subtle transition IrV Sallie Mae 
policy has indeed occurred. It appears that the current Corporation is mare 
concerned with maximizing profits than with serving a diverse clientuje. And 
there is little reason to believe this implicit policy will change. I believe that 
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* * REACAN ADMINISTRATION'S PROPOSAL TO f * # 

ELIMINATE GRADUATE/ PROFESSIONAL STUDENTS FROM 
THE GUARANTEED STUDENT LOAN PROGRAM 

IM PACT AT UNMC 

BACKGROUND INF ORMATI ON 

The enclosed chart depicts statistical data for the 1981-82 
school „ear. " At UNMC, 965 graduate/professional students processed 
guaranteed student loan applications totaling $4,181,200. This 
represents 72.1% of the giaduate/professional enrollment and 69.4% 
of total financial aid of $6,022,748 received by 1,061 graduate/ 
professional students.. ' 

Of the 9&S GSL recipients only 357 or 37% can be identified as 
having financial need as determined by a formal need analysis. 
These students received GSL's totaling $1,423,300 or 34* of total 
GSL's received by all givjjduate/professional students. 

Since guaranteed student loans for 1081*82 could be obtained 
on a "no need" basis with no requirement to disclose financial in* 

■ , -\ 

formation** the real needs of 608 students, cannot be determined. 
However, it is recognized that a percent of these students do in 
fact have need, but opted to use GSL to m&et that need rather than 
apply tor the more restricted "need based" aid programs. 

In November 1978 the U.S. Congress made the GSL a "no need" 
loan program. Prior to this major change, the program operated 
under a "need test" based on a family li.come cap. Following is a 
comparative study o* the percent of GSL iet-ipients before and after. 

■N * 

November 1978. ' * * a 
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ultimate independent decisions of students and/or 
f*mlli«s to pursue the expensive alternative of high in- 
terest loans. This is the most important factor for which 
« estimates or assumptions are difficult to .make. 

While it is quite easy to assess the impact of lost dollars and 
ne probable use of alternatives, it is extremely difficult, if not 
»„^w9i»-i/**, to ma&e judgements on the numbers of students who may 
have to terminate their studies next year or reduce their studies. 
The students most likely to terminate or reduce studies can be placed 
into three general catagories. 

1) Single students with dependents to support. 

2} Married students with children whose spouses cannot con- 

I 

tribute to the financial resources. 
3) Other students with unusual financial circumstances. 

a 

The implications at UNMC must be assessed by educational 

discipline since there are variables amongst the programs. Following 

* * 

are impact statements by discipline for the numbers of students for 
whom there is immediate concern. It is assumed that all other students 
will avail themselves to othei a e sources as the students did before 
November 1978. 

GRADUATES (60 Students) * 
In 1981-82 only^ 6 of the 76 GSL recipients demonstrated financial 
need»^. Considering potential reduwtions in fellowships and trainecshipr 
it is anticipated that several more will show need in 1982-83. 

It is estimated that at least 20 students would depend upon the 
full amount of $5,000 GSL in 1982-83. The remaining 40 would depend 
on an average amount of about $3,000 GSL to supplement other resources. 

It is felt that half of these students would be far enough into 
their graduate studies that they would be willing to borrow higher 
interest loans to complete their program if no v GSL loans. 
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i977-7t 1981-82 

DENTISTRY *3. 01 (Est.) . 87.4% 

MEDICINE 43.8% 81.9% 

PHARMACY 17.1% 75.7% 

GRADUATES 9.8% 29.9% 

These data indicate that fewer students need and depend upon 
guaranteed student ^n-ns t>v - zirl'.i Ihu... Clearly, *.ne 

impact of the proposed change to eliminate graduate/professional 
students from the program must be focused on those students who can 
demonstrate -some degree of financial need. 

Using 1981-82 data for those students who demonstrated need by 
a formal need analysis, estimating a percent of dther students who 
probably could have demonstrated need, and other data, the numbers 
of graduate/professional students f whom there is most concern^lor 
1982-83 are estimated as follows. 

EST. % OF 

HO. ENROLLMENT " " ' 

DENTISTRY , 125 50% 
MEDICINE 300 . 50*% 

PHARMACY 85 40% 

GRADUATES 60 25% 

57u" 4 3% 

IMPLICATIONS •* NO GUARANTEED STUDENT LOAN FOR 1982-83 

The impact of the loss of guaranteed student loans to graduate/ 

professional students is extremely difficult to" assess for several 

t 

'reasons^ The three most important are listed below. 

1) The lack of information to be able to determine potential 
♦resources and "real need" for all students. 

2) The lack of information and uncertainty of the final out- 
come of funding levels in all other programs that are 
available to assist students. 
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Xhe remaining half would perhaps first consider reducing their 
xjram, secondly consider higher interest loans, or finally, decide 
0 discontinue studies. 

Assuming ALAS loans (Auxilary Loans to Assist Students) at 14% 
interest will in fact be available, and with some support from our 
donated loan funds, perhaps no student would 

In the event ALAS loans are not available, which is indeed a 
possibility, then perhaps 20 students would have to consider dropping 
out. 

DENTISTRY* (125 Students ), 

Approximately 85 students will demonstrate need and will qualify 

i 

for GSL and* othvi. need based aid. Since there will be some reductions 
in the need based aid these students would all need the $5,000 
maximum amount of GSL. The other 40 students, not eligible for need 
based aid, would need an average of $3,500 GSL each. 

If the GSL were not available, all need based aid would be direct- 
ed to the most needy, about 50 students. It ifc expected that at 
least for 1982-83, we will be able to fund these students. 

The remaining 75 students would have to resort to cither the 
ALAS loan at 14% interest or the HEAL loan (Health Education Assistance 
Loans) at 16% to 18% interest, or a combination of these two loan 
programs. 

If all dental students had access to ALAS and HEAL loans and 
were willing to accept the high interest rates, they all could stay 
in school. If ALAS loans are not available, but HEAL loans are, 
they still could stay in school. In both cases the loan debts will 
increase considerably. 

If neither are available or funds are in limited supply, perhaps 
30 students would have to consider leaving school. 
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MEDICINE j 300 Students) 

Approximately 200 students will demonstrate need and will qualify 
for GSL and other need based aid for 1982-83. Considering the almost 
certain reductions in need based aid, these students would all need 
the $!> f 000 maximum amount of GSL. The other 100 students, not eligible 
for need based aid, would need an average of $3,500 GSL each. 

If GSL were not available, all need based aid wouia t>e directed 
to the most needy, about 100 students. It is expected that there will 
be adequate federal and institutional aid to fund- these 100 students 
for 1982«83. 

The remaining 200 students would have to resort to either the 
ALAS loan at 14% interest or the HEAL loan at 16% to 18% interest, or 
a combination of these two programs. 

Assuming the students will have access to ALAS and HEAL loans and 
would be willing to borrow at the high interest rates, they all could 
stay in school. If ALAS loans arc not available, but HEAL loans are, 
they .could still remain in school. In both cases the loan debts will 
increase considerably. 

If neither alternative is available or funds are limited in 
supply, perhaps 30 or more students would have to consider leaving 
school. 

PHARMACY (85 Students) 
Pharmacy students are in a unique situation. At times they are 
classified as professional students and at other, times classified as 
undergraduates depending upon which aid program is being considered'. »3 
This situation exists because of conflicting federal rules and regu- 
lations for defining graduate/professional and undergraduate studonts 
for the various federal aid programs. The professional classification 
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used for this s fc udy. 

Approximately 60 students will demonstrate need and will qualify 
/ for GSL and other need based aid for 1982-8.*. Like Dentistry and 
' Medicine, there will be reductions in need based aid for Pharmacy* 
These students will need an average of $3,000 GSL each. The other 
^5 students, not eligible for need based aid, would need an average 
of $2,000 GSL^ach. 

If GSL were not available, all need based aid would hp directed > 
to the most needy, about 40 students, who could be funded for at least 
1982-83 with federal and institutional funds. 

The remaining 45 students would have to resort to either the 
ALAS loan at 14% interest (if eligible as a graduate/professional) or 
> the HEAL loan at 16% to 18% interest, or a combination of these >two 
programs. Pharmacy students are eligible for the HEAL loan program* 

Like dental and medical students, these students could stay. in 
school assuming there will be access to either the ALAS or HEAL J-oans 
and students were willing to borrow at the high interest rates Which 
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will increase their indebtedness. , 

If neither alternative is' available or funds are limited , in 
supply, perhaps 20 or more students would have to consider leaving 
school. / 

SUMMARY OF IMPACT / 

This study was made assuming that those students {ovej 750) who 
do not demonstrate financial need through a formal need analysis will 

avail themselves to other financial resources % if the GSL program is 

i / 
discontinued. These other resources would be families,, spouses, other 

relatives, private sources, higher interest loans, or^a combination of 

those potential resources. It is believed that these^ students will 

not have to consider leaving school. / 

/ 

/ 
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/f • ,*-lv 570 students or about 43t of the anticipated 
g3 enrollment would be dependent upon some GSL support. Of , 
/* 365 will show need and will be dependent upon the more restrict- 
^'nce<* based aid funds. The other 205 students would be dependent „ 

m ~* ^ n i,. P u/.n fchev would dr monstrute some need, but not great 
enough to be eligible for the need^based funds. 

If the GSL program i'S terminated, the need based funds will have 
to be directed to the "neediest of the needy" in which case only 200 
needy students could be funded for 1982-83. These students would be 
from the lowest family income backgrounds. 

If only 200 students couid be funded with need based aid, 370 
Students would have to turn to the high interest ALAS and HEAL loan 
programs. At present, there is very much doubt nationally that the 
ALAS program will be available since lenders are reluctant to parti- 
cipate. The outlook for the HEAL loan program is not much better. 

If ALAS and HEAL loans will in fact be available and assuming 
students would borrow at the higher interest rates, it is believed 
that .currently enrolled students would regain in 'school. There is 
much more uncertainty about entering students who would be looking 
at much higher indebtedness. 

Assuming the worst of circumstances with no GSL, no ALAS, no ■ 
HEAL, and reduced funding in other programs, perhaps 100 or more 
graduate/professional students would have to consider terminating 
' their studies in 1982-83 and perhaps more in future years. The 
numbers by educational program are as follow**; 

DENTISTRY - 30 PHARMACY 20 

MEDICINE - 30 GRADUATE - 20 

The affects, it is believed, will be much greater in the future 
as student* in the pipeline are able to assess the implication*. 



33 



CO 



^ERIC 



O - 02 - 22 



UNIVERSITY OF NEBRASKA HEDICAL CENTER 

* * • » 

GUARANTEED STUDENT LOAM RECIPIENTS (1981-82) CRAO/PRO* . STUDENTS ' \ 





ENROLLMENT 
TALL 1981 


FULL-TIME 


PART-TIME 




TOTAL 


kMIPATfftUil 

UUIATIONAL 
I 1 ROC RAM 


F.T. 


F.T. 


TOTAL 
ENROLL. 


NU. 


AMftlTVT 
AnUUPti 


% OF 


NO. 


AMOUNT 


% OP " 
ENROLL. 


NO. 


AM'iUNT 


% OF 

ENROLL. ' 


HOFESSTONAL 


























DENTISTRY 


261 


•o- 


2ol 






87,4% 


-0^ 


$ -0- 


-0- 


228 


$1,091,400 


87. M 


MEDICINE 


609 


4 


613 


499 


£ , Z /7 | vuu 


81.4% 


3 


13,500 


.5% 


502 


2,293,400 


81. 9X 


PHARMACY 


208 


•> 

2 


*> in 


1 

1 j / 


451,500 


74,8% 


2 


6,000 


.9% 


159 


457,500 


75.7% 


'OTAL PROF. 


1,078 


6 


1,084 


884 


$3,822,800 


81.5% 


5 


$19,500 


.5% 


889 


$3,84*2, 300 


82. OX 


•RADUATE * 


























DENTISTRY 


21 


7 


28 


17 


$ 85,000 


60, 7X 


-0- 


$ -0- 


-0- 


17 


$ 85,000 


60. 7% 


MEDICINE 


47 


48 


95 


19 


85,400 


20. OX 


5 


25,000 


5,3% 


24 


110,400 


2S.3X 


NURSING 


48 


49 


97 


20 


82,700 


20.6% 


8 


37,600 


8,3% 


28 


120,300 


28.9X 


PHARMACY 


20 


14 


34 


7 


23,200 


20.5% 


-0- 


-0- 


-0- 


7 


23,200 


20,5% 


TOTAL GRAD. 


136 


118 


254 


63 


$ 276,300 


24.*8X 


n 


$62,600 


5.1% 


76 


$ 338,900 


29.9% 


Wial am} 

PROF, 


|l.214 


124 


1,338 


947 


$4,099,100 


70.7% 


18 


$82,100 


1.4% 


| 965 


$4,181,200 


72.1% 



PREPARED BY: OFFICE OF FINANCIAL AID " 
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Office of Financial Aid 

University 42nd and Dewty Avtnut 

nf Wohra<;ka Omaha, NE 68105 

Medical Center 



MEMORANDUM 

TO: Dr. H. At Vanselow, Chancellor 
FROM: Bob Fredlund, Financial Al?'^^*^ 

RE: Impact Study - lunding Cuta and Program Changea for Federal Student 
Financial Aid 

The enclosed study is an initial assessment of the impact at UNMC 
reaulting from recent and proposed funding cuts and program changes to 
federally aponaored student aid programs. 

Aa we discussed on February 8th, UNMC students in all academic programs 
will be impacted so this study include. .11 programs. Hopefully, the en- 
closed comment. «nd statiatical data will give you and the Medical Center 
Administration a clearer understanding of the situation. 

After you *-ve had an opportunity to review the information, I would 
appreciate an opportunity to visit with you. . . 

End* 

CC: John E. „Aronson 
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>tTAREb BY: Robert 7. ?fidlund, Director of Financial Aid. t\ of K. Judical Center 

ASSISTED BY: Office of Financial Aid. Staff, U. of K. He<<< al Center 

PREPARED FOR: Keal A. Vanselow, M.D. , Chancellor, U. of N. Medical Center 

DATE: February 22, 1982 

IMPACT STUDY OK FINANCIAL ^ AID FR OCR^S RESUm'^ FROM: 

1. FEDERAL LEGISLATIVE OUNCES - 1981 - 

2. FEDERAL FISCAL YEAR 1982 FUNDING LEVELS (TENTATIVE) 

3. REAGAN ADMINISTRATION'S PROPOSED FY 1983 BUDGET 

A. REACAN ADMINISTRATION'S PROPOSED LEGISLATIVE CHANGES 
TO GUARANTEED STUDENT LOAN PROGRAM 

BACKGROUND INFORMA TION 

The Reagan Administration's Budget Reforn Plan of 1981 resulted In the passage 
of two pieces of legislation with each having significant affect* on student assis- 
tance. First, the Omnibus Budget Reconciliation Act of 1981 (PL 97-35) was passed on 
August 13, 1981. Secondly, the Joint Continuing Resolution (PL 97-92) was passed 
co Dectaber 15, 1981. These bills made numerous changes to financial aid programs and 
dramatic reductions in funding levels. These bills followed FY '81 funding adjust- 
ment legislation wherein soac funds were reduced for the 1981-82 school year. 

All of the 1981 legislation had see affect on the aid programs for 1981-82, 
but the real impact will be felt In 1982-83 and beyond. The lapact on students for 
1981-82 was not significant. However, in 1981-82 a few students lost eligibility 
for some aid, several were assessed fees, and others will be assessed with higher 
Interest rates on a portion of their student loans. 

The 1981 changes and funding levels (tentative) coupled with the Reagan 
Administration's proposed FY 1983 budget and changes to the Guaranteed Student Loan 
Prograa t»eeningly indicate a disaster for UKMC's financial aid program. The magnitude 
of both prograa changes and funding cuts are cxtrcacly alaniing. The recent and 
proposed prograa changes and funding^ reductions are suiwiarized* in Enclosure #1, 

IMPACT 

The lopact at UNMC upon its students In tcras of dollars alone is very 
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significant. Moreover, tt* iuj.ect could extend Co such areas as admissions, reten- 
tion, curriculum structure, csreer counseling, debt managcacnt, and possibly other 
areas. Further, the Upset will extend beyond ITMC and its students. Clearly, the 
faailiea of atudenta (parcnta) and atudenta' faallles ^dependents) will he affected. 
And lest but not least, there will be sn iapact to the lending community since there 
is aignifitant dependency upon that sector. * ** 

The broad rente of all possible areas which could be. impacted is obviously be- 
yond the evaluation capabilities of the Office of Financial Aid. Therefore, the scope 
of this study is directed to the financial iapact on student sid. Further,, 
this study is directed primarily to the "need based" aid proteins and to that portion 
of the student body for whoa it can be determined there is "reel need" through a 
formal need analyais. The*e students are the recipients of n-ed based aid. Included 
arc soae estlmatea for another portion of the student body for whoa there is flb 
documented need, but it Is believed, some need exists. Finslly, the remaining students 
are considered not needy and the inpact^ * would be negligible if any. 

Enclosure '2 shows the projected losses of new federal capital fpr the various 
federal need based aid programs while Enclosure 13 shows the projected decline of 
totsl available dollars for these ssae prograas. The latter figures include new 
cspital, aatching funds, c«h balances', and loan repayacnta. 

Enclosure 14 with explanatory comments ia a three yeat projection of the studenta 
who are considered to be the most "needy". The data depicts the need analysis snd 
aid resources available to aeet needs. The recent and proposed funding cuts and 
prograa eligibility changes were spplied to these projections. It is the "r^cdy" 
studenta and their faallles who will feel the grcateat inpact. However, other 
atudents and faailics will also feel the impact. 

Thosfar, the data and coraicnts have reflected on the irepact in gencrai. Un- 
fortunately, the precisr iapact on individuals which is most inportsnt cannot be 
portrayed in thia study since each individual will be affected differently as will 
individual faaillea. Similarly, the educational prograaS will be iapacted differently. 

At this point, it aeeas .appropriste to taakc soae assessment of the iapact upon 

\ 
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families. The nctd analttjs data (End. #4) reflect estimated family and stud« - 
contributions. The estlnalt of need ittutei these contributions to be available^at 
100Z regardless of student dependency status. While it is likely most,,student or 
student and spouse contributions will be available, it is not, likely that sll expected 
family (parentalX contributions will b«. Some parents will contribute while others 
will not or cannot. The e\-*Tte<* — 1 i - :i* nm +* *k fc*t*fc*i«d to oo sbout 
MX of total family and student contribution. Applying that rstio to the 1982-83 
data, the expected parental help would be near $1,000,000. Ftcviously, ths Guaranteed 
Student Loan (CSL) program allowed students to borrow the perental contribution at 
lesst up to the amount of tha CSL, The Reagan proposals will eliminate that practice. 
The alternatives for parents are limited in tens of student sid prograns. In the 
esse of graduate/professional students, the students would hsve to borrotf st KX or 
»t the 'market rate" of Interest under the Auxiliary Loan to Assist Students (ALAS) 
or Health Education Assistance Loan (HEAL) programs respectively or a coabination of - 
those loana. Parents cannot borrow from any aid program. . Dependent undergraduate 
students' parents would have to borrow at KX under the farents Loan for Undergraduate 
Students (PLUS) if they were not able or choose not to contribute. The amount of 
borrowing in both situations will be tempered by individual student and family de- 
cisions, thus the potential loan demand is unpredictable. More important is the 
alarming concern locally and nationally that these loan resources nay not be available. 
The lending community, it is believed, is not receptive and is moving very cautiously. 
Obviously, the impact on students and families, is significant in terms of re- 
solving the mattev of contributing or being forced to borrow at high interest. 

The analysis for 1982-83 reflects a deficit (unmet need) in excess of 1.5 million 
dollars. The projected resources did not take into account the PLUS/AUS or the HEAL 
loan programs since these are essentially "no need" programs. The purpose of the 
analysis format is to Illustrate the impact of the Reagan proposals and the deliberate 
intentions to force students and parenta to borrow from the higher interest loan 
programs. The data reflects the potential need for such loans which may not be 
available. 
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,ar«nta borrowing under the PLt'S prograa. The 1982-13 and 1983-84 project lons^ • 

assume aaxinu* borrowing ugder CSL in addition to other aid, yet the unmet amounta 

of need are algnlf leant. It ia evident that atudenta with United resource! will 

probably not V be able to puraue those Allied Health prograaa with high costs, For 

those who eay have soae resources and who would have to borrow the naximua CSL on 

•,c r «.» witiCft 4w«n*i u.h *n».u**r»i mui u^kk^hiioit uui ou »«gnli *c«»ni , fne proposal 

to asaeaa "market rate" interest on CSL' starting two yeara after leaving achool on 

top of Se total loan debts of students would be devastating. The potential inpact 

in all areas for the Allied Health prograa ia believed to be serious. 

The undergraduate nursing prograaa which appear to be the least affected dollar- 

wise will be impacted like Allied Health students. Students in the A.S. prograa will 

be impacted the greatest, students in the B.S. prograa typically ij»ve lesser needs 

• 1 * 

since thsre is considerable self-help through, work. Those students with limited 

resources and those with unusual needs will find it very difficult to enter or, remain 

in achool. tike Allied Health, the, projections of available funds for nursing ^ 

aaaumea aaxiaifi. borrowing under the CSL prograa. The potential increased debt 

obligations would be a' serious consequence. 

In addition to tha atudenta for whoa we have* or will have documented need, 
thers ia a significant nisiber of stu<*;nt» who have nCed but usually not sufficient 
to qualify for need baaed aid. Theae students (nuabers and. need unknown) havi 
accessed the Got prograa. It ia estimated that 250 graduate/prof essicnal students 
aay fall in this category. Since they do not qualify foi need based aid and would 
no longer; be eligible for CSL, they would have to resort to the ALAS /HEAL loans -to 
ths extant that faarly resources would not be ivai labile. It is estimated these 
atudenta would need support for at least tuition, fees, booka, etc. Assisting an 
average loan of $3,000, the demand could be about $750,000 for loan funds that aay 
not be available. The iapact here would not be as significant assuming the alter- 
native loan resources will be svailable. 

It ia estimated that 150 or nore undergraduate students have sinilsr circua- 
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A* irJtcateJ tarlier, the educational progl*-'* are Impacted differently. 
Following arc some of the implications. 

Students in the three health professions programs, It appears, will all nu^ 
access to the ALAS and HIAL loans. While the data indicates the need based" a^g 
resources would be adequate to fund about SOX of the needy students, t> t will , l0t 
f -».*X T,v>d« •* j,, M ii. M t uwvunts, other criteria, and United 

funds wi.l prohibit funding any one student at 100Z with few exceptions. Thus, H n 
will need ALAS and HEAL loans or a combination, but in varying amounts. Tlii s *>,u\i 
be in addition to loans needed for parental* h< lp that may not be there. Conseq«,» n t]y ( 
even the "neediest of the needy" will be forced to access the high interest losr, 
programs. A^mina. Availability, the net tesult will be larger loan debts and 
complicated K »n repayment portfolios which obviously have, other implications. 7he 
real iapact will of course be felt by those students with the longest tiae rcmsjy,i n g 
until completion of their education at UNMC and those in the pipeline. The data 
indicates the problem is potentially core serious in pharmacy than oedicinc and 
dentistry. 

The iapact upon graduate students Is nore difficult to assess since informal, 0Q 
is not available on such resources as assistantahipa, fellowships, and traineeshi> t . 
These resources, it la believed, arc also declining. The choice for graduates is 
limited. Very little need based funds would be available and the only other loan 
alternative would be x the high interest ALAS loan. 

.The iapact upon Allied Health students will be quite severe. The unmet need 
in 1981*82 is an indication that the costs arc already greater than the available 
resources. Student aid program constraints (loan limits, etc.) have in many casec 
prevented full funding. This situation will become more severe in the future. f " 
Further, the alternatives are very limited. Independent students (a large number) 
will be able to borrow only a oaxinum amount of $2500 less origination and other 
fees from either or a combination of the CSL and ALAS programs. The projected 
shortage of need based aid andUhe loan limit constraint will result in large short, 
falls for many students. Dependent students have little alternative except for 
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stances In tenu of n**d. There It no alternative student loan program for those 
Students who claim independence. The alter native for dependent students la the PLUS 
1mm for parent*. Assisting parents and students contributed the asxlau* possible 
aaounta of self-help and ihere is remaining need, wore dcaund for funds would be 

♦*ced m the PLUS program. If parents were forced to borrow at the sane level as 
they have borrowed under GSL ($2500), tht demand could reach $250,000 for PLUS loans. 

Assisting the Reagan Administration is successful and pending further study, 
there ia an immediate need to obtain soae for* o| response from the lending community 
in Nebraska. The potential de»and for PLCS/ ALAS and HEAL loans could exceed 2.5 
Million in 1512-13 and auwn aore in 1983-84. Considering the potential non-avail- 
ability of these resources, any rccomendstir~s or resolutions ss to financing 
students in 1P62-83 and beyond would be unwise. The University should not get into 
a position wheicln these loans are recommended as alternative resources when in 
fsct they may net be available. Xf the PLUS/ALAS and- HEAL programs are to provide 
s "safety net", then it appears the strength of the net- aust be known before, relying 
on it. 

In suflnar?, tl?e combined funding cuts and prograa changes could have a devastat- 
ing impact on UKMC students and families. Obviously, there is need for further 
study aud analysis of the totsl impact. Also, there is s pressing need to prepare 
a coordinated response to the totsl Impact. In this regard, it seeas appropriate 
that key faculty, staif, and studenta oeet to further study the lapact and formulate 
a unified position. 



FEDERAL NEED BASED FINANCIAL AID PROGRAMS 
FUNDING LEVELS (NEW CAPTIAL) FOR UHMC" 



AID PROGRAM 


1911-82 




1982-83 




1983-84 


HEALTH AND HUMAN SERVICES PROGRAMS 












HEALTH PROFESSIONS LOANS 
DENTISTRY 


$ 27,900 


Ett. 65X cut 
for 1982-83 


$ 9,765 


No budget for 


$ -0- 


MEDICINE 


8?»137 


28,750 


1983-8* 


-0- 


PHARMACY 


27,252 


9,538 




-0- 


NURSING LOANS 
ASSOCIATE DECREE 


11,405 


Esc. 502 cut 
for 1981-82. 
Thtto funds 


-0- 


No budget for 
1982-83 n>r 
1983-8' * 


-0- 


BACCALAUREATE DECREE 


* 2i50O 


not yet 
received. 


-0- 


-0- 


MASTERS DEGREE 


1,995 


-0- 


-0- 


EXCEPTIONAL FINANCIAL NEED SCHOL. 
DENTISTRY 
MEDICINE 


46,48.7 
29,178 


Ett. SOX cut 
for 1982-83 


23,243 
14,589 


No budget for 
1983-8 


-0- , 
-0- 


DEPARTMENT OF EDUCATION PROGRAMS - 
PELL GRANT 


227,489 


Par' Ifly 
CtC. 1UA CUC 

for 1962-83 


204,741 


bSC. <tUA UC 

for*l983- '4 


136,000 


SUPPLEMENTAL* GRAKi 


—37,940- - 


Ett. 25X cut 
for 1Q82-83 


— 28:470 


No budget for 
1983-8 


-n- 


INCENTIVE GRANT 


6,440 


Prog ran trantf 
No dollars bud 


srt to Stttt c 
jtted for 1983 


antrol for 982-i 
-84. 


i. 


NATIONAL DIRECT LOAN 


138,103 


Ett. AX cut 
for 1982-83 


w 132,579 


No budget lor 
1483-8' 


-0- 


COLLEGE WORK' STUDY 


35,000 


t!tc. U'i cut 
for 1987-83 


33,500 


" LCCT-30X-' or — 
for 1983-4 


24,000 


TOTAL 


$673,829 




$485,175 - 




$160,000 


X Of REDUCTION FROM 1981-82 






28Z 




767 



, FEDERAL NSED IAS ED FINANCIAL AID FROG RAMS 
PROJECTED AVAILABLE FUNDS (CASH IALANCES, NEW CAPITAL, MATCHING FUNDS, LOAN RCr- Vlti-NTS) 



AID FRfXRAH 


1911-82 




1982-83 




1983-84 


HEALTH AND HUMAN SERVICES PROGRAMS 
HEALTH PROFESSIONS LOANS 


e -* * 


- 








DENTISTRY 


$ 601,000 




$ 290,000 


Loan repaym ate « 
only nfter 
1982-8 t 


$127,000 


MEDICINE 


415.000 


342,000 


235,000 


PHARMAC? 


75,000 


58,000 


39,000 


NURSING LOANS 












ASSOCIATE DEGREE 


• 66,000 


Late 81-82 
funding to be 
carried over 
to 1982-83 


27,000 


Loan rcpoym nt* 
only nfter , 
1981-8 


20,000 


IACCALAUREATE DEGREE 


34,000 


35,000 


15,000 


MASTERS DEGREE 


9,200 


7,700 * 


1,000 


EXCEPTIONAL FINANCIAL NEED SCHOL. 












DENTISTRY 


46,487 




23,243 




-0- 


MEDICINE 


29,178 


14,589 


-0- 


DEPARTMENT OF EDUCATION PROGRAMS 












PELL GRANT 


227,489 




204,741 




136,000 


SUPPLEMENTAL GRANT 


37,940 




28,470 




-0- 


INCENTIVE GRANT 


6,440 


i'rogran transfc 
No dolUr» budg 


:t to State t < 
stcd for 198: 


ontrol for 1 '82-83. 
-84: 




NATIONAL DIRECT LOAN 


242,000 




235,000 * 


Rcpaymcn a * nly 
,.nfccr..l9 2- 3 


' 75,000 


COLLEGE WORK STUDY 


35,000 




33,500 




24,000 


TOTAL 


$1,631,734 




$1,299, 243 




$672,000 


_ _ jf 

X OF REDUCTION FROM 81-82 






21% 




592 



f 345 



342 



ENCLOSURE #4 



UNMC APPLICANTS FOR NEED BASED AID 



EXPLANATORY COffiENTS 



1981- 52 data reflect actual experience as of 2*1-82. 

1982- 83 and 1963 84 data reflect best estimates. Since costs, contribution and 
need are very ur.piedictable, i. se data vex;c kept constant in 1983-84 for purposes 
of this study. « 1 

Aid received by students in 1981-82 in excess of n-ed except for Allied Health is 
largely a result of students borrowing under Guaranteed Student Loan program as an 
offset to parental contribution. 

The unset need in Allied Health involves several students with unusual needs who 
received maximua possible federal aid. 

Projected federal aid resources for 1982-83 an.d- 1983-84 reflect funding cuts and 
program changes. 

ATI estimated available school (donated) loan funds are projected to be expended 
in 1982-83. Only limited loan repayment funds would be available in 1983-84 and 
-b ey ond; * — — — — 1 — — — 1 

Othet aid resources are expected to decline* as greater numbers of students pursue 
this alternative. 

The Family /Student Contribution assumes 100X of expected contribution regardless 
of students* dependency status with parents. 

.Excluded from any projected resources are: 

\) the Parents Loan for Undergraduate Students/Auxilary Loan to Assist 
Students (PLUS/ALAS) programs and 2) the Health Education Assistance 
' Loan (HEAL) program. 

The purpose in excluding these programs is to illustrate the impact of lost funds 
and program changes which will force students and parents to turn to higher interest 
loans which may, not be available . # 
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UNHC APPLICANTS FOR NEEO IASEO AID 



f 


no. or | 


EST* | FAM./STU. i 




FEDERAL 


SCHOOL 


OTHER , 




TOTAL 




UNMET 


PROGRAM 


STUDINTS 


Of COSTS 

VI VVwl* 


"ONTRI 1UTION 


NEED 


WORK/ GRANT 


LOAN 


SCH0L /GRANT 


LOAN 


schol/crant 


LOAN 




AID 




NEED 


1951-82 
DENTISTRY 










"1981-82 NEE 


D ANALYSIS /A 


ID AWARDED 
















100 


$1 137 550 


$ 466,156 


$ 671,394 


$ 53,082 


$ 678,800 


$ 41,891 


$ -0- 


$ 1,551 


$14,500 


5 


"J*0 kit. 

toy ■ Qi 


e 

9 


-u- 


MEDICINE 


198 


" 1,809,26$ 


609,305 


1 , 199,960 


76,806 


1,134,100 


163,048 


$ 14,100 


17,870 


56,000 




461,924 






d ii A iwtrV 
rnAKftAwl 




6 1 5 » 000 


223,500 


39 1 ,500 


51,818 
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FACT SHEET 

Financial Aid At The University of Nebraska Medical Center 

In 1981-82, 965 graduate/professional students (medicine, dentistry, 
pharmacy, graduate college) took Guaranteed Student Loam totalling 
$4,181,200. This represents 72Z of UNMC's graduate/professional en- 
rollment and 69Z of tne total financial aid received by students in 
there categories. ^ 

The UNMC financial aid office 6stimates that 570 graduate/professional 
students, or 43X of the enrollment in these categories, have a demon- 
strable need for financial aid (since November 1978 the Guaranteed 
Student Loan Program has been on a "no need" basis). If graduate/ 
professional students arejio longer eligible for GSL's, programs 
other than Auxiliary Loans to Assist Students (ALAS) and Health Edu- 
cation Assistance Loans (HEAL) will not meet the demand for aid funds. 

a. In 1982-83 students will have to turn to ALAS and HEAL for 
over $1,500,000 of aid 

b. In 1983-84 students will have to turn to ALAS and HEAL for 
over $2,300,000 of aid 

ALAS and HEAI have very unfavorable interest rates and are not currently 
available to all Nebraska students. Students who can get these loans 
will be faced with the spectre of repaying large sums of money after 
graduation. 

If the Administration's proposal to make graduate/professional students 
ineligible for GSL's becomes law, we anticipate that at UNMC: 

a. As many as 100 students may be forced to drop out of school 
(30 medical students, 30 dental students, 20 pharmacy students, 

20 graduate students). 1 

b. Some students will decide against a career in the health professions 
because of the size and type of debt they will incur. We believe 
students in the following categories will be particularly affected: 

1) minority students 

2) rural students 

3) married students with children 

4) other low income students 

c. Those students who are forced to take ALAS and HEAL loans may elect 
to enter high income specialties and practices rather than primary 
care specialties (such as family practice) where the need is the 
greatest. 

Undergraduate students at UNMC (nursing and allied health) will also be 
adversely affected by proposed changes in the federal student loan program 

The default rate on loans made to students at UNMC is less than 2Z — 
one of the lowest rates in the United States* 
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Mr. Inglk. Now, I think I would also mention here that while we 
were not able to negotiute a commitment with Sallie Mae, we were 
able, as you mentioned, Mr. Erdahl, to get a commitment from two 
St. Paul commercial lenders which allowed us to stay in the busi- 
ness" of providing loans. 

We have no assurance whatsoever in the current market for 
funds that we will be able to do that in the future. So the critical 
question which I would like to call to your attention is how the 
Nation or the State, separately or in combination, will insure that 
credit is available for those students who need it. 

It is perhaps not a major problem for those who do not need it, 
but in the course of the last year we have had tuition increases in 
Minnesota ranging from $100 to $400 in the private sector. Next 
fall the increase will be 30 percent over last fall in the public 
sector. At the same time, the assistance available to students is 
down both at the Federal and State level. 

We feel very strongly that the triple pincher for students at the 
lower end of the economic scale is going to seriously threaten the 
long-held goals of promoting equal opportunity at the State and na- 
tional level. 

I want to make it clear here that the question that I think the 
committee, from viewing this from the perspective of the State, 
must address is what is available at the secondary market level 
which is reasonable. 

If it is the intent to provide this kind of capital credit from the 
national level, then I concur with that. If it is not and there is an 
intent to continue to provide opportunities at the State level to 
meet the needs of State citizens, then the function of the secondary 
market has to be very closely paid attention to. 

If there is going to be any kind of subsidy for those people who 
ma> not be able to afford the full burden of the cost of that debt, as 
Mr. Martin suggested earlier, then I think the committee must ad- 
dress that. 

Mr. Simon. I guess I am not clear in my own mind whether your 
criticism is of Sallie Mae or in fact is of the national program that 
is evolving. When you talk about a technical problem, in response 
to Mr. Erdahl, are you talking about the price that they offer you 
or the fact that you do not have a guarantee from the State qf Min- 
nesota? Or is it not one of these things? 

Mr. Ingle. Mr. Chairman, the technical problem ends up in a 
cost for the moneys which we have available to lend to students. 
That cost is a result of a number of factors, which I will spell out 
in writing to you. That is the precise problem that I think we have 
to deal with. 

Now, we currently are lending in the State of Minnesota through 
this State authorized last resort program in the neighborhood of 50 
percent of the student loans in the State. 

If that is going to continue, we have to have this primary func^ 
tion of the secondary market taken care of. We have been con- 
cerned with the provisions in the law which were provided in the 
reconciliation bill which in our judgment open up a considerable 
amount of opportunity for other kinds of activities to compete with 
what we understood to be the primary purpose of providing a sec- 
ondary market for student loans. 
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Again, the best example is if you are dependent upon a servicer 
and you find thut servicer, the principal servicer,*then becomes or 
has the opportunity to become a competitor, it is reasonably clear 
over a long period of time the terms for the service are going to be 
increased, may be increased, in order to become the primary opera- 
tor. That is a concern we have. 

Mr. Simon. How many States do not guarantee, a& Minnesota 
does now? 

Mr. Ingle. Mr. Chairman, the case in Minnesota, we are not a 
guarantee agency. We are a direct lender. There is a guarantee 
agency that we relate to u ider the GSL, but we are not a guaran- 
tee agency. 

I believe there are in the neighborhood of 26 to 29 direct lenders 
around the Nation. The exact number I do not know. 

Mr. Simon. Since Mr. Fox is still here, I am going to take the 
liberty to ask Mr. Fox if he would care to respond in any way here. 
I guess my question is, Is this a problem only in Minnesota? Is it a 
problem caused by the statute? I think those are the two first ques- 
tions. 

Mr. Fox. I would agree that it is a very complex issue. In re- 
sponse, I \»ould say that as a creature of statute Sallie Mae has to 
uphold the highest standards of origination, servicing and collec- 
tion and due diligence because we are going to be held to that 
standard by the Departmen. of Education and also because we feel 
it is our role to try to have a sense of responsibility to those with 
whom we do business. 

We cannot be anything less than what the statute requires in 
terms of collection, but with the constant changes that are under- 
taken and which require changes in systems, the cost of collections 
are very dear. 

The fact that the program changes e*ory year means that com- 
puter systems have to be changed. It means that the complex rou- 
tines foi dealing with the student have to change, and there is high 
cost associated with that. 

Part of what is being talked about here is the high cost of collec- 
tion. We deal with about 15 different State entities and provide a 
great deal of credit. We provide more credit and commitments to 
the State of Minnesota than any other State in the country. 

We currently have a $200 million commitment outstanding 
against which the State agency can deliver loans. We provide per- 
haps twice as much in the way of commitments to this State than 
any other State with whom we deal, and we have done so at some 
risk to ourselves. 

The profitability of our corporation is very nominal when you 
bok at the total income of the State entities. They are making con- 
siderably more money than we have been with a much smaller 
commitment to a portfolio of student loans. 

The question is one of risk, how far out do you want to go with 
any one institution over a period of time, and who is going to take 
the risk in terms of program change, collection cost change, inter- 
est rate change and the like. 

While we are prepared to discuss and negotiate terms and condi- 
tions with anybody, the fact that we have $200 million worth of 
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unused commitment outstanding to a State suggests to us that we 
have made an accommodation. 

In addition, we have a $100 million commitment to a savings in- 
stitution on a long-term basis in the State. Far and away the larg- 
est commitment we have to any State is in Minnesota. We are not 
prepared to deal with any State whereby the other 49 are subsidiz- 
ing it We have to deal fairly and consistently with every State. 

I believe if you look at our profit statement you will find we are 
not making any irresponsible profits. As a matter of fact, we are 
making considerably less per unit of business than banking institu- 
tions make. We have to deal on a one-to-one basis and try to offer 
the services we can. 
' Mr. Simon. I don't want to precipitate a debate here on the wit- 
ness stand. One other question; that is, are you experiencing simi- 
, , lar difficulties in other States. 

Mr. Fox. In different types of States we have different types of 
problems. One is that there , is not servicing capacity or servicing 
arrangement* in place that certain States nave arranged, and we 
cannot take the risk of undertaking to buy loans unless there is 
some assurance that if those loans come to us, they can be properly 
and appropriately collected. 

So, we are working with many States in trying to develop servic- 
ing capacity 

Another problem is there is a tendency to issue very, very short- 
term notes in the revenue bond markets. Since the payout on a stu- 
dent loan can be 12, 13, or 15 years, financing 2- or 3 : year bonds is 
an assurance there is going to have to be refinancing risk, that 
maybe we are going to have to undertake the purchase of these 
loans in the short term. 

We may not have the resources ourselves, given the fact that we 
are changing the way in which we do busifiess by administration 
consensus that we should be a private institution financing without 
the full faith and credit. 

There are a lot of risks implicit in this. The question is, who un- 
dertakes the risks. With our organization having a very high debt- 
to-equity ratio and limited access to capital markets, there is a 
limit to how much risk we can take. 

. JLdon t even wa nt to gues s what this p rogram is going to look 

like 2 or 3 years out, let alone in 1991. Wrhave"^xtminTitTTTent 
with the State of Minnesota that goes out to 1991, as it stands. 

I don't believe Minnesota is not a well-meaning group or we are 
not looking at it in a well-meaning way. It is just the risks inherent 
in an environment of change do create problems for States. 

If we do lend directly to Minnesota, it would be far easier than 
for them who have to take the risk of looking at the bond markets 
year after year. Yet, that option has been denied us by the depart- 
ment, even though this committee and the Senate feel they cured 
that problem in our statute or that inability of ours to provide 
service before. 

Mr. Simon. Mr. Weiss? 

Mr. Weiss. Thank you, Mr. Chairman. 

A lot of this I sense really is a problem of perception as much as 
anything else. Dr. Ingle has suggested in his testimony that he per- 
ceives the problem to be that you are no longer fulfilling the pri- 
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marv purpose for which you were created, or potentially you might 
not be because of the statutory authority provided you last year. 

My question is, What is your response to that perception? 

Mr. Fox. I think that a careful reading of the statute points out 
we cannot deal unilaterally in changing how we do business. 

For example, it was alluded to the fact we might become a 
lender. We can only lend if there is a geographic shortfall and if 
the Secretary invites us in. We cannot become an insurer of stu- 
dent loans unless there is no facility in the State to do it on an 
equitable basis. 

Again, we are invited in by the Secretary making a judgment. 
Unilaterally we cannot do any of those things. These things were 
put in last summer when there was the perception that the final 
law relative to' student loans might be so restrictive of eligibility or 
might inhibit certain participants in the program that there might 
conceivably be a need for a broader responsibility for Sallie Mae. 

That has come about to a modest* extent. We have not exercised 
any of those authorities at this point, but there is no way relative 
to the law or relative to the report language that we can do any of 
those things unilaterally. 

I should also point out that subject to oversight of this commit- 
tee, with a board that is one-third appointed by the President of 
.lhe_ United States^, with lour .or. five_Statajentities^represfented„on 
our board, I don't think it is reasonable to assume that we are 
going to jump in and suddenly do something that is irresponsible 
or go into car leasing or something like that. 

It is clear in our statute that we are here to provide credit in 
support of students, period. 

Mr. Weiss. Dr Ingle has not suggested you are going to go into a 
different line of business. He has suggested you are going to go into 
competition with him, and that makes his life more difficult. 

My question really is premised on the fact that Dr. Ingel suggest- 
ed it is a year and a half now since , he has been having the prob- 
lem with Sallie Mae and that predates by a year the # new authority 
that was granted to you. 

So, that is why I think much of this really may very well be per- 
ception, and the perception I think conies about because in fact 
they ha ve a genuine problem that you are apparently in no posi- 
tion to s~olve~forthe7rTat thisrpohrt; — — — 

Mr. Fox. I think we all have to learn how to deal with less—that 
is a hard thing to accept — less dollars, less support. 

Mr. Simon. If my colleague would yield, I think also there may 
very well be just in part a simple communication problem. I think 
maybe both at the State agency level, at the Sallie Mae level, you 
may want to evaluate what you are doing in the way of communi- 
cation back and forth so that that can improve. 

Mr. Ingle. Mr. Chairman, may I respond. I don't have a differ- 
ence, and I don't wish to get into an exchange. I think that Mr. Fox 
put his finger on the key issue when he spoke of risk. 

The question here is who is going to bear the risk. Is it going to 
be shared by the general public or is it going to be a private risk. 
That is part of the question of who is going to pay for, assist in 
paying for postsecondary education. 
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I think it is a very important term he has .used. I agree with him. 
I think the point, his suggestion that States are making a lot of 
money, needs to be kept in mind, that every cent that this program 
generates is put back into the program. It is a public program for 
the public interest. . - , 

The reference to the $200 million which is outstanding, it is not 
outstanding. It has been used in terms of commitment, So, I don't 
think that we have a problem of communication between our two 
organizations. I think- that w_Q*_the jcpmmittee and the general 
public, have a problem of how to insure credit that is necessary for 
people to pursue their postsecondary education. 

That is the reason I raise these problems. I think it is more than 
perception. „ , , 

Mr. Wusa. Isn't it a fact that Sallie Mae no longer has access to 
Federal moneys? 

Mr. Fox. That is correct. . . 

Mr. Weiss. That is a very serious change from what the original 
source of funds was, which was the U.S. Government. 

Mr* Fox. Federal financing, yes, sir. 

Mr. Weiss. So now what you have to do is go out to private lend* 
ing institutions to provide the capital to you. You then have an ob- 
ligation to make sure the loans you make are sufficiently sound to 
allow you to pay back the moneys which you borrowed. 

Isn't that the way the situation operates at this point? 

Mr. Fox. Yes, sir. , \* 

Mr. Weiss. So that in fact you do have to be concerned about the 
risks, Dr. Ingel, involved in this situation. It seems to me that the 
complaint that vou have is a complaint that we have, which is that 
the Federal Government has again decided that it is easier to shift 
the burden of risk on to somebody else rather than for it to assume 
for the broad public that risk. 

I share that complaint and concern with you, but it seems that 
they are just as much the victims in this situation as you are. 

Mr. Ingle. I tend to agree with that. I do believe, though— and 
correct me if I am mistaken-that the current roughly $4.6 billion 
of capital that Sallie Mae is working from and will be available, 
what, over the next 14 years or so, is at favorable rates. . 

The question I guess I am raising here as we discuss who shares 
this risk-is what ^kincLof^obligation,, if ls^there foi^ that, in 
effect, special access to capital. 

Mr. Weiss. I cannot respond to that. 

Mr. Simon. Do you have any further questions? 

Mr. Weiss. I do not. . m 

Mr. Simon. We appreciate your testimony here. I don t think we 
are ready to resolve the problem here. 

Our final witness today is Mr. Michael Ohvas, director or re- 
search, LULAC National Educational Service "Centers, and chair- 
man of the Hispanic Higher Education Coalition. 

STATEMENT OF MICHAEL OLIVAS, DIRECTOR OF RESEARCH, 
LULAC NATIONAL EDUCATIONAL SERVICE CENTERS, AND 
CHAIRMAN, HISPANIC HIGHER EDUCATION COALITION 
Mr. Olivas. Thank you very much. 



:RJC 



3ho 



350 

We appreciate the efforts of you and your staff to allow us to 
participate. 

My name is Michael Olivas. I am the director of research for the 
LULAC Educational Service Centers, the League of United Latin 
American Citizens. 

I also chair the board of the Hispanic Higher Education Coali- 
tion, whose testimony I present today. The coalition is an organiza- 
tion comprised of 13 national Hispanic organizations that repre- 
sents a very broad scope of interests in the Hispanic community. 

I would like -to-do three things this morning in the time-allotted 
me. 

I would first like to share with you some of the general demo- 
graphic concerns that we have concerning specifically the Hispanic 
community. 

A number of witnesses have spoken in front of the subcommittee 
over the last years as you fashioned legislation, purporting to speak 
on behalf of minority interests. 

We welcome the opportunity to clarify some of these interests 
and to read into the record some of those characteristics that do 
serve to make our community's interests quite different from those 
of general undergraduate students. % * 

Second, I would like to share largely by inserting into the official 
record the results of a study on financial aid packaging that we 
think will reveal quite a few different characteristics and trends. 

Mr. Simon. This is your statement here or this is separate? 

Mr: Olivas. This will be appended. 

Mr. Simon. They will both be entered in the record. 

Mr. Olivas. The third thing is to comment specifically on some 
of the more recent proposals that have been made by the adminis* 
tration concerning Pell grants and loans and what we perceive to 
be major problems in the delivery of financial aid. 

So far we have talked this morning about the delivery of institu 
tional and State and Federal aid. What we are talking about now is 
on a slightly different level; that is, the direct interaction of His- 
panic families with the financial aid system. 

Although there is a public perception that minority access in 
many ways has improved— and due to Federal efforts many of 
- these .perceptions, are correct— there are some countervailing pres- 
sures that have recently caused Hispanic gains, such as they were, 
to have been~eroded: — - 

For example, since 1978 there has been an actual decline in the 
percentages of Hispanic students at the undergraduate level. We 
reached a peak of 3.5 percent of all undergraduate enrollments in 
1978. It has now slipped to 3.4 percent, despite the larger age 
cohort for Hispanic students. That is because Hispanic students are 
disproportionately ' 

Mr. Simon. If I may interrupt you, because you are using statis- 
tics and I am glancing through your statement— are you including 
Puerto Rico in the statistics or is it only the 50 States and the Dis- 
trict of Columbia? 

Mr. Olivas. The 3.4 percent to which I just glluded was specifi- 
cally the 50 States and the District of Columbia. However, I have 
specific testimony on Puerto Rico. We represent a number of insti- 
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Of these students, /JO percent received. Pell grants, then called 
BEOG's. Furthermore, GO .percent of these students received only 
Pell grants. It is very cle&r in striking contrast to patterns for 
Anglo students, Hispanic students are predominantly reliant upon 
need-based aid. 

As a matter of fact, in my cohort of freshmen— and' I refer you to 
table I appended— it is extremely clear that Hispanic families con- 
tinue to be needy by any definition of, need-based aid. , 

For the same year, onl> 31 percent of Anglo freshmen received 
Pell grants. Over 90 percent of our students received Pell grants in 
1979-80 whereas only 31 percent of Anglo students did. 

The only program that had m^jor rollbacks over the last 2 years 
in the actual awards of money were Pell grants, despite very elabo- 
rate provisions, very carefully crafted by this subcommittee and ap- 
proved by Congress for appropriate rollbacks inverse to the basis of 
need. 

Yet, by any defir tion I would insist these students are the very 
neediest. For the rirs f time\ve have evidence that Federal grants 
have worked to the extent that any need-based aid' wifl, of course, 
disproportionately help those who are disproportionately poor. By 
any standard, our group of student^ is poor. 

However, we think that sole reliance upon the major ijeed-based 
program has worked to the detriment of our students, No. 1, ajid, 
proposed cutbacks in Pell grants— and I am speaking only of main-' 
land students in this particular data— will work even more to the 
detriment of students on the island, whose institutions are dispro- 
portionately reliant as a proportion of their total income upon Pell 
. grants. 

I have some evidence presented by a Puerto Rican resident on 
pag3 7 that shows not only the poverty of the island and the dispro- 
portionate reliance upon Federal ftinds, Federal poverty funds, but 
dso the extent to which institutions, particularly private institu- 
tions on the island, are reliant upon Pell grants. 

Mr. Simon. May I interrupt you? I apologize for doing this again. 
I have another meeting that I have to get to. I am going to turn 
the Chair pver to my colleague from New York. 

Let me just commend you for your statement Incidentally, to all 
the witnesses, we may be submitting written questions. But the 
problems you have posed are very severe problems. 

In the State of Illinois, and I know not too much beyond the 
State oflllinois, the dropout rate has been significantly high in the 
Hispanic community. The colleges and universities of Illinois have 
not responded to specific Hispanic needs as effectively as I think 
they need to. Back a few years ago I had one meeting with the col- 
leges and universities on that specific problem. 

One other point I would just like to make for the record; that is, 
that whether it is the student program or what it is we cannot 
treat the people of Puerto Rico as second-class citizens and not 
expect to invite some instability. 

I think one of the areas where we ought to be providing hope for 
the Hispanic community is through the Pell grant program and the 
opportunities that we provide there. 

I simply want to commend you and apologize again. This is my 
morning to apologize to witnesses. 
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tutions there as well and have participated with a number of 

Puerto Rican Presidents 

Mr. Simon. But in your statement, when you talk about any 

number of things, the maldistribution . . 

Mr. Ouvas, Those include Puerto Rican institutions. 

Mr. Simon. OK. ' , • L 

Mr. Ouvas. You will see, because of the island s inability to par 
ticipate fully in the political process, there are a number of vulner- 
abilities that face them that other States and even the District of 
Columbia do not face, most notably in their ability to raise their 
"own revenue and~to castrvotesirrGongress. -- 

The data are here for the record. I would like to comment only 
that the salient points fue that Hispanic students are for the most 
pdrt younger than the majority population an£, therefore, this is a 
problem that is not one that is likely to go away. 

The underenrollment and attrition of Hispanic students is a 
problem that will become increasingly important. 

We have always been appreciative of your efforts, Mr. Simon, in 
promoting foreign language study. We think a number of these pro- 
grams will have their effect if the Federal aid continues to go to 
the neediest people. - # . 

The point I would draw to your attention is on page l\, that in 
1976 the median income of Hispanic families was 50 percent less 
than that of majority families. Yet, while a number of administra- 
tion proposals continue to insist that only the truly needy will con- 
tinue to have legitimate claims upon the public purse and support 
of higher education, we feel a number of the proposals will work 
directly against this principle. . 

We feel in particular that the increasing complexity in the deliv- 
ery of financial aid works to the detriment of less well-educated 
and poorer families, that is, wealthy families continue to have 
access to tax preparation assistance, to technical assistance, and to 
lending institutions that poor families historically have not 

Therefore, the increasing c<*mplexity, while it may very well 
work difficulties with the cash flow of corporations such as bailie 
Mae, works in particular to the detriment of families whose in- 
comes are less than $10,000 a year. ■ . . 

This is the median income of Hispanic families, and it is income 
that in many instances is actually declining due to the size, the 
larger size of Hispanic families. r . y . 

On page 4 I have -con densedihe^msy or Jin dings ofa study that 
the LULAC educational centers conducted over the last 2 years 
that for the very first time had access to confidential records. 

Because of the nature of our work with bilingual counselors, we 
have been able to gain the confidence and provide taxpayer assist- 
ance, as well as financial aid assistance. 

We have secured all the necessary forms; but it was very clear 
that delivery of financial aid to Hispanic students was strikingly 
different to that for majority students. 

In 1979 for example, our sample had two-thirds of the families 
with incomes of less than $10,500. Less than $10,500 income places 
them as eligible in almost every poverty program. Furthermore, 
surely by any definition of truly needy it would include these fami- 
lies as eventual and appropriate recipients. 
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Mr. Ouvas. There is no need*. Mr. Simon. I understand you have 
other duties. We will continue to speak to, your staff and to Mr. o 
Weiss. Thank you very much. 

Mr. Weiss; I will corftinue, then. 

Mr. Weiss. Please. 

Mr. Ouvas. At the same time, it has been acknowledged that fi- 
nancial aid program delivery has become more complex, the ad- 
ministration has proposed in two instances to zero out assisting 
programs such &s Talent Search and education centers, the only 
programs that do deliver financial aid assistance and counseling. 

So, we think while the overall aim to cut costs is of course diffi- 
cult with which to quarrel, the means by which these cuts would 
be accomplished will disproportionately affect those people^ reliant 
more upon the need-based aid. 

I would like to speak from my testimony beginning on page 8 
about some of the more recent proposals the subcommittee has 
heard over the last two weeks, 

For instance, in last week's testimony by the Deputy Assistant 
Secretary of Education it was proposed that current validation ef- 
forts * * include the requirement that all eligible applicants 
submit copies of the 1040 tax forms relating to the Pell grant appli- 
cation." 

However, it was not mentioned—and we think this is extremely 
imporfant, and we think as members of Hispanic organizations we 
can speak to this— that the Tax Code does not require families who 
live in extreme poverty to file 1040 forms; that is, families who 
make under the minimum arrount required to trigger their filing a 
mandatory tax form aie the only groups that will be required to 
change their overall practice, that is, we will be in the curious 
stance of requiring for purposes of validation of needing tax forms 
that these people's poverty status already precludes them from doc- 
umenting under the IRS. . 

So, the only group that would be affected with regard to having 
to enter the IRS system would be those people who statutorily are 
exempted from being required to file IRS forms. 

While we think this was acknowledged in some of the testimony, 
we think it was finessed and that it tends to be inconsistent with 
the insistence by the administration that only the truly needy will 
continue to have legitimate claims upon these expenditures 
- While a debate has been waged in a number of other esoteric 
places for years, this is the first Federal proposal, to the best of my 
knowledge, that such students be required to file forms. 

Yet, the GAO report itself does suggest, as was alluded to this 
morning, that the most likely evidence of fraud and underreporting 
is found in wealthier families, in which **ou will find Hisranics dis- 
proportionately poorly represented. 

Therefore, we feel the complexity of the forms, as well as the ad- 
ditional burden of filing IRS forms, for which there is no other stat- 
utory mandate for tjiese Jower income people to file, will continue 
to discourage Hispanic families from enrolling. 

In our view, this proposal does not reduce paperwork. In fact, it 
does rather emphatically the opposite. It demands paperwork of 
people who have no such requirement. Nor do we feel it solves the 
quality control problems to which it is ostensibly addressed 
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In fact, it hm been our experience as the largest Talent Search 
in the United States we currently maintain 11 Talent Searches, 
and we have tried to get into New York for several years, but un- 
fortunately there has not been sufficient money to allow us to go 
through -that we have found the major request for verification on 
the part of institutional aid officers is when they simply cannot be- 
lieve Hispanic families could live on so little money, that is, we 
have had a number of requests from institutions for us to help 
these families file IRS forms, not because tfyey are required by the 
IRS, but because the institutions simply cannot believe that fami- 
lies could be so frugal as to live on the amount of money that is a 
fact of life in Hispanic communities. 

While we concede requiring IRS forms would have a major edu- 
cative value on financiai aid administrators who don't have access 
to carefully commercially prepared financial aid forms which shel- , 
ter income very nicely, we think this will work once again to dis- , 
courage disproportionately language minority people, especially , 
« low income and Hispanic families. - / 

Financial aid programs are already extremely complex, and as, 
difficult and complex as institutions find them, we would insist 
^ that low-income families, particularly those whose families have 
not gone to college—and Hispanic families <have never had histori- 
cal access to college— it will disproportionately discourage thepi 
from encouraging their children from attending, , 

When the median family income of Hispanic families is 50 per- * 
cent lower than Anglo families, we think these are the people v\{ho 
will be less likely to perceive that there are credit institutions ^nd 
loan programs and Pell grants that will continue to assist th£m, 
even though their students by virtue of the income would be eligi- 
ble for these programs. j 

We feel that the suggestion that the Department be allowe/d to 
reprogram $5 million to cover the additional costs ought to be (seen 
for what it is. We believe it is a false economy and it is a /shell 
game. We feel very strongly that this proposal floated up ought to 
be consigned its proper burial. J 

We feel also that despite the departments insistence th£t the 
truly needy will not be harmed, 'that the proposals to cut b^ck on 
TRIO programs and technical assistance preparation programs will 
work directly opposite to this ostensible intent. / 

We think that a number of very valuable proposals haye been 
made to increase the cash flow for States to improve the profits of 
corporations that do lend and guarantee. We have not, tyowever, 
heard evidence that the truly needy, the neediest in our communi- 
ties, who would be disproportionately 4 ninority, would in any way 
have their cash flow improved, *.^uld have their access improved, 
/ nor would be more encouraged to attend college. , 

We have data that suggests that despite a number of Federal ef- 
forts, that the more current efforts, once we have had tjnese chil- 
dren in the pipeline and Once through TRIO and other /programs, 
they have been encouraged to stay in high school, we are/beginning 
to see them trail off in college. ' 

We stand ready to assist in any way to answer any questions 
about more specific proposals that might be advanced about other 
proposals that while ostensibly helping improve cash, flows and 
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fund markets will, we think, work to the disadvantage and detri- 
ment of minority students. 

We will provide the staff and the committee with our full report, 
which I think you will find extremely compelling. 

For the first time, minority people have studied themselves and 
we have had access to financial aid records that show unmistak- 
ably that Hispanic familjfes tend in many cases to overestimate 
their income. 

As a matter of fact, over 50 percent of the stud nts in my study, 
which is about to be published by Stanford University, overreport- 
ed their parents income by over $500. These children, by virtue of 
living in our society, cannot believe their families live on so little 
money. 

We think these proposals ought to be seen for what they are. dis- 
proportionately harmful to minority communities. 
We thank you very much for the opportunity, 
[The prepared statement of Michael Olivas follows:] 
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PkEFAKKD StATfcMKNl 0¥ Drt, MlUIAKL A. OUVAS, DIRECTOR OF ReSc^ARCH, LULAC NA- 
TIONAL. Educational Shnviu; Centers, and Chair, Hispanic Higher Education 



Many of whe recent advances for minorities in higher education 
ace in jeopardy. Despite the public perception that minority students 
benefited from expanded educational access Junng the 1960 's and 
19 7Q*s, minority enrollments in higher education remain dispropor- 
tionately small. The enrollment of Hispanic students has increased 
in total numbers, but educational parity with majority students or 
even with other minority students remains an elusive goal. In 1980, 
Hispmics, representing 5.8% of the mainland U.S. population and 8% 
of the 18 - 34 year olds, comprised only 3.4% of undergraduate enroll- 
ments, a decline from 1978. Further, there i3 a seiious maldistribu- 
tion within the limited access Hispanic students have had. the public, 
tww year colleges provide the only sector into which Hispanic students 
have been admitted in significant numbers. Whereas 27% of all white 
full-time students were enrolled in two year colleges in 1976, 45% 
of Hispanic full-time students were enrolled in these institutions. 
Recent research has questioned the equity of such a maldistribution 
and has suggested that Hispanic attrition is due, in large measure, 
to the funding patterns and practices that result in Hispanic students 
having access primarily into two year colleges. Thi3 impression is 
borne out by degree award data, which indicate that while Hupanics 
receive 4.6% of associate degrees, they receive only 2.1% of masters 1 
degrees and a mere 1.2% of doctoral degrees. Even thi3 limited access 
has been threatened, as cutbacks have disproportionately affected 
Hispanics and other disadvantaged communities. 
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The quality of lift for Hispanic Americans jus poor, resulting 
in fever opportunities for pursuing education beyond high school. 
Host notably, economic constraints prevent^mosi Hispanic* from con- 
sidering postsecondsry education as an option* In 19 76, the median 
income for Hispanic families was $10,259, while the aedian income 
for white families was $15,537 (over 50% higher). While 1.7% of 
non-Hispanic families were below poverty levels, 23.1% of Hispanic 
families were below poverty level; therefore, in a system of educa- 
tion where financial resources make access more likely, Kispani.cs 
are at a severe disadvsntage. , 

Even if formal economic barriers did not preclude Hispanic 
participation in postsecondary education, informal barriers to 
success would still prevent significant Hispanic enrollments. First, 
the public elementary and secondary school systems into which His- 
panic students are placed do not provide adequate attention to 
cultural and linguistic needs of Hispanic children. Clearly, this 
situation keeps the pool of Hispanic high school graduates low and 
ptwides inadequate preparation to those who do complete thoir course 
of study. Second, Hispanic youths are inhibited in their pursuit of 
higher education by the scarcity of informational structures that 
would help them negotiate existing barriers. Because high school 
counselors are rarely able to provide adequate information to 
Hispanic high school students, these students are left to secure 
information from whatever source may be available to the minority 
community, which has little access to financial resources. Parents, 
who usually would be of assistance to their children in college 
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selection. Are raajut sources of encouragement, information, and finan- 
cial support. Hispanic parents, however, themselves denied college 
opportunities, are less likely than majority parents to be able to 
negotiate information systems for their children. Third, existing 
systems of college support services that appear to be equitable on 
the surface 'subtly result in inequitable practices. For instance, 
extensive governmental loan programs will include parental or 
student negotiation with banks or credit institutions where credit 
history and experience are required. Many minority families have 
not had extensive experience with these loan institutions and may 
be intimidated by what seems to be mortgaging their future. 
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STU0KN1 FINANCIAL AID 1 HISPANIC ACCESS AND PACKAGING POLICIES 



Financial aid is essential to disadvantaged students, nnd is the 
major governmental investment in postsecondary education. This testi- 
mony reports the findings of an ongoing actional project on financial 
aid packaging fot Hispanic students, the first such study ever conduc- 
ted to analyze Hispanic student financial aid awards. Data problems 
have plagued earlier packaging studies, as national data bases have 
relied upon students' estimates of family income and their memories 
of financial aid received. Employing program data from the LULAC 
National Educational Service Centers,, an U-city Hispanic counseling 
organization, this study is based upon IRS returns and parent confi- 
dential statements notarized to be correct indicators of family income- 
To record student awards, aid report forms were secured from institu- 
tions. A sample of 521 Hispanic full timo, first time freshmen, en- 
rolled in 1979-80, was assembled; all files were audited for complete- 
ness and documentation. The sample replicated the institutional- type 
enrollment patterns of Hispanics and Mexican/mainland-Puerto Rican 
subgroups. 4 

The most striking single finding is the small extent to which any 
packaging is being performed: over sixty percent of all the students 
received only one source of aid, almost exclusively Basic Educational 
Opportunity Grants (BEOG's, since 1981 known as Pell Grants). BEOG as 
a major component of multiple sources was also evident, for 90% of 
multiple sources included a BEOG award* Single-source aid was evident 
at all income levels, ranging from 54% of lower-middle to 65% of upper- 
middle students* . 

The evidence of little packaging for Hispanic students contrasts 
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both with earlier studies of Hispanic student aid and with current 
packaging practice for all students. In 1972-73, fifty two percent 
of Hispanic aid packages were single sources, but only 23.4% of all 
packages were solely grant awards, there was evidence that work study 
(10.3%), loans (14.7%}, and benefits (3.7%} were significant compo- 
nents of Hispanic financial aid packages, at all income levels and 
for attendance at all types of institutions. A 1978 study of student 
assistance reported that even students from the lowest inwrao families 
attending the least expensive schools averaged $158 of non-grant fede- 
ral aid i,n their average package of $1,079. Data from* 1979 revealed 
th&t only 31.5% of all freshmen received a BECG, only 7.2% a SEOG, 
and 13.2% a guaranteed student loan, it is clear, then, that grant 
aid has risen dramatically for all students, in all institutions and 
for all income levels. s These Hispanic data, however, reveal a stri- 
kingly different pattern in the students* extraordinary reliance upon 
grants, to the near exclusion of other forms of aid. 

The data were also disaggregated by median family income and the 
type of institution attended. Cross tabulations show several trends, 
in each income quartile, more money went to students attending, in 
descending order, private four year, private two year, public four 
year, public two year colleges. Additionally, students from low and 
lower-middle income families received more aid thari did students from 
upper middle and high income families, curiously, however, except for 
students in public two year institutions, in each institutional type, 
lowest income students received less aid than did students in the 
lower-middle category, the mean diffor*r.ce was more than $200 per 
student. One of the assumptions of financial aid distribution is that 
the neediest students receive the most assistance, within the limits 
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of institutional costs. It could have been expected, then, that with- 
in institutional types, the amounts to students would slope downward, 
with th« highest aid awards going to the students in the lowest income 
category. In these data, only the public two year colleges showed such 
a pattern, with private four year colleges showing a disturbing ten- 
dency to award more aid to higher income students. 

Despite the favorable income slope, attending a public two year 
college meant that students were less likely to receive aid. Fewer 
students attending public community colleges received aid than did 
students attending other institutions, and in the important grant 
category, a significant difference in grant receipt was evident. 
This lower availability of financial assistance corroborates other 
rosea r ch on the practice of community colleges in financial aid admi- 
nistration. This finding is more enigmatic in light of the heavy 
reliance by public two year colleges upon federal financing for their 
Hi-span-ic students, and cannot be explained by the institutions' lower 
costs. Public two year colleges are the sector most reliant upon fe- 
deral financial aid, and the sector with the least discretionary aid. 
This reliance upon federal funds is a major shift since Hispanic 
packaging data in 1972-73, wheru-the 'federal sources of aid were 391, 
non-federal 21.61, and mixed sources 39.4%. Inasmuch as Hispanic 
students are disproportionately enrolled in public two year colleges, 
this distribution of assistance suggests that enrollment patterns may 
- inhibit complete access to financial aid resources; the extraordinary 
reliance upon federal funds may also mean that federal cutbacks in 
financial aid programs will disproportionately affect community 
colleges and Hispanic students. 
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t While Puerto RKan student* on the island were not included in this 
study, Pell cutbacks will hurt Puerto Rican institutions even more than 
those In the 50 States and D.C. Not only is poverty more devastating in 
Puerto Rico than elsewhere, but the political status of the island leaves .. 
it extremely vulnerable in the Congress , and its inability to tax itself 
full) removes the fall bac* provisions available to States. The 131,054 
postsecondary education students in Puerto Rico are part of a total 
population of more than three million people, most of whom have incomes 
below the poverty leve*. As of October 1978, 55 percent of all families 
were participating in the Food Stamp Program, and 78 percent of them 
received the food stamps for nothing. The annual disposable income per 
capita for 19S0 was S 1 2 0^2 at constant dollars as of 1954. As of January, 
t^e unemployment rate in Puerto Rico was 13.9. 

Approximately 90 out of every 100 students are eligible for financial 
aid. For the 1930-81 fiscal year the student financial aid from the 
federal government constitutes about 93 percent. Student financial aid 
is very important t<-r private institutional V urv i v aL Ninetv-six percent 
cf the institutional incooe fr^n tuition and fees in private institutions 
comes from student aid. Because of these characteristics, fuerto Ricans 
will be harmed bv proposed cutbacks, and will not be able to use traditional 
political forums. This will have severe repercussions for the island 
econom\ ind stabiSitv. 



363 



•quality Control" and 
Disadvantaged Famlllos 

While the Administrations aims at reducing regulatory _ 
burdens are laudatory in the abstract, in practice they will 
work to the detriment of low income families. Tor instance, 
in last week's testimony by the Deputy Assistant Secretary of 
ED, it was proposed that current validation efforts "include 
the requirement that all eligible applicants submit copies of 
the 1040 tax forms relating to the Pell Grant application. 1 * 

A scholarly debate on chis topic has been politely waged 
in academic journals for many years, but, to my 'knowledqe, this 
is the fir3t federal proposal that such additional paperwork 
be required of Poll grant applicants • In our view, this pro- 
£Oial collapses under its own weight. It neither reduces 
paperwor*, nor iocs it solve th.> jualitv-vontrol problons 
alluded t«i m t earlier ttf'itinony. 

in fact, the Department's stui; itself suggested that over- 
payment was livelier to occur in wealthy families, whose access 
to technical assistance and tax-reduction advice effectively 
shelters disposable income. Even though the study is severely 
flawed in many respects, its findings do not suggest that low 
income families systematically misreport their income — and 
the LNESC study showed extraordinary accuracy among Hispanic low 
income families, both for dependent and independent students. 
In fact, it has been the I&ESC experience, as the country's 
largest Talent Search, that modt institutional verification 
audits are initiated by financial aid officers who are skeptical 
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that-famirtiei can liva on to little money. In short, the reality 
of Hispanic and other minority poverty cannot be believed by aid 
administrators. 

While the verification may prove to be of enormous educative 
value to these administrators , we are confident that requiring 
IRS forms for all students would disproportionately and detrimen- 
tally affect minorities. First, lowest income families — 



the number of persons not required by IRS to file returns is expec- 
ted to increase this year, due to increased unemployment and larger 
numbers of public assistance families. These persons — by any 
yardstick the "truly needy- — would be required to file 1040 
forms merely to verify their Pell applications. 

Financial aid program applications are already complex enough 
to require arithmetic and literary skills far beyond the levels 
of most disadvantaged families. Additionally, poor families have 
far less disposable income to spend upon technical assistance that 
is more readily available to wealthier families. Moreover, even 
the GAO's recent report notes that inaccurate reporting of 
income is likeliest with wealthy families, whose complex deductions 
and complicated returns in no way resemble the returns of low in- 
come families. In our view, the additional requirement would 
dissuade minority families from sending 1 their* children to school, 
the opposite effect of the Administration's proposal. 

Finally, even if this proposal had a compelling public policy 
that did not harm minority access, other departmental actions 
have significantly reduced minority gains. As noted, previous 
Pell Grant cutbacks, ignoring roiy>*c*. statutes, disproportiona* 
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*™a <l 2v * aid is es sential to disadvantaged students, 
-Suction 6 m ^? r * 0vernmencal investment in postsecondary 

\ l his P 2? er re P° rts th e finding of an ongoing 
Sents nLt n aid P ack ^ing for Hispanic stu- 

dents, the first such study ever conducted to analyze His- 
records^^f ".""^Jf * id awards. Because coKntial 
fv^- °f a national Hispanic counseling program were • „ed, 
exceptional detail and accuracy were possible The stu de- 

bSi«bS%?^5 8i M 0n ° f awardS ' the proportion of reim- 
bursable aid, family contributions, student quality indices 
IGPA, test scores) , and choice of curriculum. One major 
rinsing i S that Hispanic students are overwhelmingly re- 
nealllvT? ^ e 5 nmenta1 ' not institutional, funding and that 
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tely affect minority students. The Department his proposed, in 
last week* s testimony by th-> Undersecretary, to reprogrna over 
$5 million in Pell appropriations to pay for these additional 
paperwork burdens. To do so would not only continue to 'rob 

4 

students of program money, but would consti- 
tute a tacit admission that RIF's in the audit divisions have 
left the Department without adequate personnel to monitor its 
own radical policy shifts. Such false economies should be seen 
for what they are, shell games that will continue to hurt minority 
students. - * 

That the Administration is insensitive to minority access 
is not only clear fronrits program proposals, but from its bud- 
get floras. Even if the* increased paperwork were legitimate and 
ill students were required to submit? 104p's, technical assistance 
for financial aid applications have been eliminated from the 
Department's plans. For FY 1982, the Department requested no 
funds- for Talent Search or Education Opportunity Centers, whose 
counseling programs reached thousands of low- income students 
each year. These zero-funded programs and severe cutbacks in other 
TRIO programs will serve, in tandem with increased administrative 
hurdles, to undermine the limited access Hispanics and other 
minorities have earned. 

While majority organizations have purported to have minority 
interests at heart, Hispanic organizations urge this subcommittee, 
if it xs serious about preserving programs for the truly needy, 
to reject these proposals and to maintain the supportive services 
that enable disadvantaged students to participate in postsecondari 
education. 

I 
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Despite its importance in th« administration of finan- 
cial aid, llt«l« is Scnown ab-ut pacxaging policy. Billions of 
collars aach school i«ar are distributed through public 
«nd private programs, and nearly all colleges and uni- 
versities assemble financial aid -packages" for students, 
whose eligibility is computed by third party form-pro- 
cessors. Yet, even with major investments in financial 
assistance -- and increasing research and policy analyses 
on the topic of financial aid — scant attention has *»• 
been paid to the economic, equity, or policy dimensions 
of packaging. This omission is anomalous, for the 
aajar federal higher education legislative debates 
have seen oVer financial aid, whether establishment of 
.,asii/e ;rant and loan programs, the expansion of these • 
^rsgrsns to -Riddle-income" students, or current Repub- 
lican efforts to trim back costs ir. the financial aid pro- 
grans l-oj. 

in all these activities, tiiere is an assumption that 
institutions employ a logic in their packaging and ad- 
ministration of various d3sistancepr0qramsasserfaledir.no a 
single account or "package* upon which a student draws, 
j >:a tional financial aid study croup accurately labeled 
packaging as^the moment of truth 4>on it all comes to- 
gether where the or^d funnel of aid resources cones 
to ■ narrcw-** point and those resources delivered 
tc Ji« student (391. Significant institutional and 
r> icnal social policies are also effected by packaging 
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techniques, even if these policies are unarticulated 
or inconsistent among students' packages. For example, 
packaging can ba used as a tool for redistribution: j 
•Packaging at, a process is important because through \ % 
it inequities of the student aid system can potentially 
" be corrected- [ 21 ] . Packaging is also a means for! 
planning the use of institutional resources (29?43 land for 
improving choices for students to consider a wider range o 
institutions [12,33] . Tn « re is also avidence that J 
certain packaging policies may work to increase student 
enrollments and retention ( 2,31], while other studies 

have found little or no such impact upon retention (24,261 

i 

Neither research nor policy analysis, however, i 

I 

has resolved 'what are fundamentally societal questions: 
what societal goals should be furthered by packaging 
policies; and what administrative means should be used 
to further these policies? National study groups convened 
to examine these financial aid issues hav* an uneven 
record in addressing packaging policies. The 19 71 Panel 
on Student Financial Need Analysis (43 ] analyzed the 
fundamentals of packaging, noting that different types 
of aid .have different characteristics for student 
recipients and institutions , and outlining several *• 
techniques for packaging — each with diff<. it poli- 
tical and philosophical underpinnings. A 1973 HEW Task * 
Force on Management of Student Assistance Programs 
attempted to identify acceptable guidin9 principles 
for distribution of financial aid; the Task Force 
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noted that any of the principles "might guide the 
af fort to secure effective coordination and 'inter- 
connection of the six student assistance programs. 
However, the existence of several similar but yet 
distinctive concepts has instead served more to con- 
fuse matters, perhaps even deterring the development 
of a fully-coordinated approach to the cward of var- 
ious student assistance monies'* [22 ] . 'The National 
Commission on the Financing of Postsecondary Education 
report, also published in 1973 , did not address packag- 
ing [ 37 3, nor did the Commission's 1974 policy 
research report [ 33 ]» The National Task Force 
on Student Aid Problems report, drafted in 1975/ echoed 
earlier findings in the HEW Report, and concluded that 
a aa^or purpose of packaging was "to redress inequities 
caused oy a ranicn and uncoordinated national system 
of financial aid distribution" { 39 ) . 

Researchers, therefore, have had tittle record 
of public debate on packaging issues, even as the complex 
federal and state financial aid prccec* :res have further 
clouded research issues. Because there is no national 
consensus upon packaging, institutions have wide discre- 
tion to combine resources according to institutional 
priorities and policies, even within governmental 
and College Scholarship Service guidelines; therefore 
any lar?e scale study of packaging policies will be 



370 



limited by complex and iiff icult-tc*def ine institutional 
features* An even more serious deterrent to packaging 
studies has been the extensive data problems inherent 
in such an undertaking. 

Due to problems of confidentiality of student 
records, disparaties between student-reported items 
and accurate figures, poor minority data, and undoren- 
rollment of low-income students, no national study has 
emerged that has managed to overcome these formidable 
obstacles. Confidentiality rules, intended to protect 
student records from invasions of privacy, have meant 
that institutions will not allow researchers access to 
awani files I Th2 major alternative has been 

to mine major longitudinal or large scale student data 
sets, sucn as the National Longitudinal Study (MLS) 
(34,50 ], the Cooperative Institutional Research Pro- 
gram (CIR?) [2,4,5 1, or Higher Education Panel (HS?? 
(6 J; while these data bases if ford considerable 
opportunity to Study student samples, they rely upon 
student estimates of family income and financial aid 
received, as well as upon student-reported character- 
istics such as grade point averages and standardised 
test scores. Particularly for low-income students, 
these measures frequently are inaccurate and there are 
-nany non - response items that must be controlled 
[13,20,50]. Moreover* the data bases often are inade- 




quate to measure minority studrsnt characteristics, as they do 
not s.uf f iciently oversample minority populations or account 
for minorities' maldistribution throughout the ocstsecond- 
ary education system ( 3,41 1. Finally, national sur- 
veys can nave major otder effecc liabilities, fca the Cnou- 
sands of respondents infer different meanings from complex 
items C 46 1- 
Data, 

Of course, no data set is without limitations, particu- 
larly if one wishes to study a minority population* For 
Hispanics, who have not been well sampled in student sur- 
veys C 3,42 J, the. longitudinal data bases have provided 
only partial insights into packaging* However, a data base 
for Hispanic student packaging has been developed by a nation 
al community-based counseling organization, whose records have 
proven zo be an unobtrusive measure for studying financial 
iii ior Hispanic students. The organization, the country's 
largest Talent Searcii — a federally funded counseling program 
has offices in 11 cities located in every region of the country 
with large Hispanic populations. Established in 1973, the 
organisation counsels over 15,000 student* each /ear, twc - 
thirds from disadvantaged backgrounds and approximately 35% 
of them Hispanic or other minorities. Saeh of the 11 cen- 
ters has full-time counselors who assist the .students and 
their parents in completing scholarship or financial 
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aid forms and college applications. Because of fed- 
eral recordkeeping requirements for the program, extensive 
data are gathered for each student; due to the complex 
nature of financial aid applications, many personal and 
family items are necessary, including parental income 
and ether confidential data. Finally, in order tc follow- 
up with students, the organization requires that students 
share financial aid information with counselors after 
enrollment, so official institutional award notices 
are filed with student records. This process, intended 
to meet program counseling requirements, has yielded an 
extraordinary and serendipitous data base of financial 
aid data for 1379-80 Hispanic full-time students that 
overcomes man/ of the formidable problems with the_use 
of student surveys in packaging studies. 

Moreover, -he locations of the counseling offices 
vn 11 cities combine to approximate a sample of the three 
ma^or Kispanic subgroups: Mexican Americans (60^) , Puerto 
Ricans (15%), and Cubans t!4, table 1. Oil * 'Because 

the organisation opened a Miami office midway through 
the 1979-80 program year, these data are predominant- 
ly Moxican-American (Chicano) and mainland Puerto 
Rican enrollments; in the future, however, the Miami 
files will yield additional Puerto Rican and Cuban 
students. Of the full-time, first time Hispanic student 
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files, every tenth Cila ot each counselor's caseload 
was pulled, until 20 files per counselor were available. 
Edit checks were performed to ascertain completeness, 
documentation (eg., transcripts, parent confidential- 
statement, award report) , and ethnicity. The only ^ 
item-imputed was test scores for students who had not 
taken standardized tests; approximately 30\ of the 
files required such imputation, derived from.a method' 
that assigned a score to students within income categories 
"[23,50 ). .Because there is a large body of literature 
on SAT score measures, com?6site ACT scores were con- 
verted by SAT percentiles (3S,36 J. A total of S21 
complete files was compiled, each containing a 30-itefc 
counselor questionnaire, notarized parental confidential 
statement or IRS return, a high school transcript, an 
officxal test score (except where scores were imputed), 
a notification of aid award, and other personal iniorma- 
ticn such as letters or application essays. 

Family income guidelines for the .Talent Search Program 
require that at least 2/3 of those clients served be from 
low-income families (28 )• Minority families tend 
to be more economically disadvantaged than white families, 
and in 1977, non-Hispanics had a median income almost 
SI, 000 higher than that of Hispanics, particularly 
Chicanes and Puerto Ricans lH/Table 1.12) . With program 
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guidelines and Hispanic poverty, it was not surprising* 
to rind that 77% of the students in the sample came from 
families with 1973-79 incomes of less than $15,000; over 60% 
of the families had incomes of less than $10,500. It 
must be remembered that these aata were compiled from 
notarised statements and IRS tax returns, avoiding the 
errors of student reporting of family income. While it 
is possible that persons misreported or misrepresented 
their earnings, IRS returns are considered good measures 
of income; if their confidential nature is not abused, they 
are exceptionally good unobtrusive measures (46 ]. 
Sach file was coded with a r ICS (Federal Interagency 
Committee on Education) identification number, so in- 
stitutional data could be obtained from r ICS tapes. Where 
indicated, financial data are in 1379-80 constant dollars; 
any adjustments for inflation are noted parenthetically . 
Income quartile measurements conform to 1972 SLS categor- 
ies of low (below$7,500) , lower middle ($7, 500-$ 10 , 50*0) , 
upper middle C$10, 500-$i5,00Ci and high (over $15,000), 
even though inflation has rendered these terms meaningless. 
That over half of the students in the data base came from 
families with a 1979 median income of less than $10,500 -- 
when in 19 12 such income was considered "lower middle" — 
confirms the extent of poverty in Hispanic communities 
and attests to the need to target Talent Search services 
upon such economically disadvantaged populations. 
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The balance of this paper analyses the findings of 
these data, noting in particular the patterns of aid awards, 
the "packages" of Hispanic students; it also attempts to 
measure the relationships between student characteristics* 
and financial aid received. It examines institutional 
financial aid administration policies in assembling packages 
for Kispar.ics, and assesses the impact of governmental aid 
policies upon these students. Finally, it discusses models 
for aid awards based upon public policy objectives and "re- 
commends several packaging policies for use by aii adminis- 
trators. There is a popular ideology that suggests "need- 
s ased" awards help economically disadvantaged st-iar.ts, and 
the data examined in this 3tudy both support and refute this 
ideology*- 

Given the ir.onoate nature or the ideology and the in- 
conclusive nature of previous packaging research, this z~~iy 
r.as as its purpose the establisnment of current oaselir.e 
data on receipt of financial aid by disadvantaged Hispanic 
students. Moreover, an attempt to formulate early models of 
pacxag^ng policies is made. So little data-based r-asearcr. 
on oackagmg has be^n attempted that no compelling theoreti- 
cal frameworks have emeiged; another -reason «hy packaging 
"theory" has been so atheoretical is that many institutions 
trea't their financial aid administration mechanically ^fre- 
quently on a f irst-ccmc-f irst-served basis) rather than 
theoretically or philosophically. 
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Research Fir .lings 

/0Th« aost striking single finding is the small extent to ( 
which any packaging is being performed: over sixty percent 
of all the students received only one source of aid, almost 
exclusively Basic educational Opportunity Grants (BEOG's, 
since 1981 known as Pell Grants). BEOG as a major "component 
of multiple sources was also evident, for 90% of multiple 
sources included a BEOG award. Sin gle-source aidj^ as evi- 
dent at aU^incomeJ^vfls, ranging from 54% of lower middle 
to 65% of upper-middle students receiving only one source of 
aid. The pattern of single source aid b y SAT scores -is loss 
evenly distribut ed across all score leyels, d ue both to the 
imputation ^ ^scores for non-testtakers a nd to the few students 
(34) with combined SAT sco res above 9 50: the lowest score 
i category had b£\ of its students with single-source aid, while 
fcne three higher score^categories ranged from 44% to 77% with 
single-source aid — almost exclusively 3E0C and Supplemental 

Educational Opportunity Grant (SSOG) awards. 

« 

(Insert Table One) 

The evidence, of little packaging for Hispanic students . 
contrasts both -with eerli ere studies of Hispanic student aid 
and with current packaging.practice for all student?. • In 1972- 
73, fifty two percent of Hispanic r.id packages were single-* 
source, bul: only 23.4% of all ^ackatfas wore solely grant awards; 



IC 



3, 



377 



there was evidence that work study (10.3%), loans (14.7%), and 
benefits (J. 7%) were significant components of Hispanic finan- 
cial ai'i packages, at all income levels and for attendance at 
all types of institutions (50, Table 17-153* A 19*78 study of 
«tudent assistance'Treported that even students frora'th'e low- 
est income families attending the least expensive schools 
averaged 5158 of non-grant federal aid in their average pack- 
age of $1,079 (19, Table 4.17 ]. The 1979 CIRP data revealed 
that only 31.5% of all freshmen received a 3E0G, only 7.2% 
a SSOG, and 13.2% a guaranteed student loan ( 5,pp,57-3 ]. 
It is clear, then, that grant aid has risen dramatically tor 
ail students, in all institutions and for all income levels. 
/These Eispanic data, however, reveal a strikingly different 
pattern in the students 1 extraordinary reliance upon grants, 
£b* the near exclusion of other forms of aid. 
• * 

Table Two disaggregates the data by median family income 
and the type of. institution attended. Crossjtabulatious show 
several trends: in each income quartile, xore money went to stu- 
dents attending, in descending order, private four year, private 
two yea^. -pub? ic four year, and public two year colleges. Addi- 
tionally, students from' low and lower'middle income families 
received more aid than di<2 s tudents from upper middle and high 
income families; 'curiously, howeve'r, except for students in 
public two year institutions, in each institutional type, low- 
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est income students' received less aid tr.an did students in the 
lever . \ddle category: the mean difference was more than $200 per 
student* On* of the assumptions of financial aid distribution 
is that the neediest students receive the most assistance', with- 
in ths *Sh.aits of institutional costs. It could have been ex- 
pected, then, va: within institutional types, the amounts, to 
students would slope downward, with the highest aid avards going 
to v. 3 students in the lowest income category. In these data, 
, onlV v e. Jblic two *ear colleges showed such a pattern, with 
pri.ite i'sur . ear colleges shewing a disturbing tendency to 
iwari aid to • . j n e r income students, 

(Tables Two and Three) 

:«s?ite -v » is cr*-bl» ircome slope, attending a public two 
ye^r college -^nt to it s i -dents */ere less l£<eiy to raceive 
aid. As Taole Three indicates, 4ewer - 3tUdents attending public 
community * lieges,, received aid than did students attending 
3-ter mstitiaions, and in the imposkant grant category, a sig- 
nificant difference m grant receipt was evident. ?*iis lower 
availability of financial assistance corroborates other research 
on the practice of community colleges in financial aid adminis- 
tration ( 7 * 30; for an opposing view see 40 U This 
finding 13 more enigmatic in light of the heavy reliance by pub- 
lic two year colleges upoa federal financing for their Hispanic 
students, and cannot be explained by the institutions' lower 
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colt*. As Table toi^r/ shows, public two year colleges art 
the sector mtnl&t upon federal financial aid, and the 
sactor with the laaat discretionary (non- federal) ami mixed- 
discretionary aid. This reliance upon federal funds' is a 
eajer shift since Hispanic packaging data in 1972-73, when the 
ftdtral sources of aid were 39%, non-federal 21.6%, and mixed 
sources 39.4% 150, Table IV-20] . Inasmuch as Hispanic stu- 
dents are disproportionatelV enrolled in public two year 
colleges .[ 41 1, .this distribution of assistance suggests 
that enrollment r *ttems **Y inhibit collate access to finan- 
cial aid resources; the' extraordinary reliance upon federal 
funds may also mean that federal cutbacks in financial aid fl , 
programs ( 16 1 wili disproportionately affect community . 
colleges and Hispajyfc^c students. . , 



)r.d Policy Imolic 



delusi ons a/r.d Pol icy implications 
/ 

flhe aai*,*thV5 data in this stu$y reveal that tmancial 

aid is tfaiag distributed to Hispanic students on the basis of 
-need." redistribution system evidently is working, if the 
index is thaTlower income students are to receive larger aid v 
awards. However, while this equitable principle is a funda- 
mental premise of financial aid distribution, it is surely 
not the sole criterion. ' Student choice among institutions,' 
public support to the private sector, human capital investment, 
and aid to -middle income" families are just as 'surely premises 

' % 

r , 
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of the axis ting financial aid system. Susan Nelson has 
succinctly summarized these indices: "In short, what is the 
standard against which the actual distribution of student ai 
can be judged? Thera is no clear answer to this question,' 
though the choice of a standard crucially affects the 
verdict" (40, p. U. 

It may be that a single standard dees not exist, as 
crucial as the choice of standard clearly is. And while po- 
litically glib justifications for <aid to education and in- 
creased financial * id programs may invoke the "societal 
gcod" rationale, less debate has centered upon which so- < 
cietal good is to be, subsidized and which not. The passage 
of the M^idie Income Student Assistance Act typified the 
view that "middle income" families deserved more support? 
of course, the $25,300 annual income mischaracterized as 
""middle income" snowed more clearly that upper income re- 
cipients were the students Congress had in mind to assist:, 
this belief, however, and its enactment into legislation 
.ndicate the difficulty in introducing theoretical concerns 
into educational finance issues ^particularly student finan- 
cial assistance programs. Just as the excessive costs of 
medical education have called into question the federal « 
investment into subsidizing rare medical schools and doctors 
so are massi/e quasi -entitlement programs such as 3EQG's 
and student loan authorities being reexamined by budget 
cutte-\. { 15 !. 
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Unfortunately, the budget cutters havs no more theore- 
tical framework for financing higher education or for de- 
livering student aid than did the programs' founders. The 
rollbacks in BEOG's (from $1300 to $1750 to $1670) have ig-' 
nored the legislation's rollback provisions that mandated 
rescissions inversely related to need, and have shewn no 
theoretical approach to the program - - perhaps the most 
legislatively-pure need based aid program in postsecondary 
education. Cutbacks over tne last few years in nursing 
"capitation* grants have zcz-z-zd despite seeming shortages 
of nurses. Higher unemployment among the educated seems 
to have uncu^r^i upward mcc-licy and hi; occupational 
status as an end of education. However, at a time when 
fundamental educational fiscal issues are being debated, 
packaging theory remains ignored, even though the assembling 
of financial aid it the _r.sti.tuticr.al level holds promise as 
a major redistribute puoiic policy ir.zerver.ricn point. 

Consider several packaging scenarios, based upon dif- 
ferent public policy fiscal presumptions. Assume that higher 
education is determined to be an individual good, the bene- 
fits of which accrue solely to the recipient. In such a 
cas«, self-helt or reimbursable aid would be the appropriate 
packaging strategy; work-study, loans, and personal resources 
{which may include family savings) would be packaged, 2nd 
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loan te<ms could be arranged so that the government did not 
subsidize deferred rapaymant. A sacond scanario assumes 
that a more highly aducatad citizenry is a social benefit, 
and that education for all parsons is an external considers* 
tion. This presumption would entirely subsidize tuition, 
living expenses, and perhaps foregone income. No self-help, 
save participation in the tax system, would be required, on 
the assumption that this scheme would subsidize itself over 
time, Yet another scenario, a variation of the second case, 
would reward persons with certain characteristics, on the 
assumption that x society needed to educate more of these 
persons, whether honor students, minorities, veterans, doc- 
tors, or whichever characteristics were deemed worthy of 
subsidization. This more targeted social benefit theory 
could use packaging as a focused mechanism for achieving the 
good. Many other such scenarios could be envisioned either 
in pure or mixed versions, and financial aid packages could 
be assembled to effectuate the policies by indexing awards 
to choice of curriculum, grade point averages, stuaent 
characteristics, or a mix of qualifications. 

These scenarios do exist and are routinely employed by 
institutions for assembling millions of packages each year. 
Uee 51 and 52 for more comprehensive treatment of these 
fiscal issues J However, as noted earlier, the magnitude 
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of the administration of awards and the lack of consensus 
on aid or packaging principles have precluded more thought- 
ful theoretical approaches to public policy on student 
financial assistance. Several packaging models are summar- 
ized, according to the mix of aid and public policy objec- 
tives: 

(Insert Figure One) 

Anyone familiar with higher education institutions will 
recognize Case IV, the mixed purpose package, as the most 
comaon type of aid award, reflecting several purposes and 
delivery systems* Vet the Hispanic data detailed in this 
study-reflect almost a pure II or III, depending upon whether 
grants are characterized as societal benefits or targeted 
group benefits. In truth, they are both. It is also true 
that BEOG's, as the cornerstone of federal higher education 
policy, are a major component of wealthier students 1 pack-* 
ages. This role does not reflect ambivalence as much as it 
reflects the mixed purposes (and mixed economy) federal 
policies reflect in the financing of student assistance. 
Always reluctant to legislate if language explicitly spell- 
ing out "minority" entitlement, Congross has frequently em- 
ployed "need" as a criterion, even when majority students 
have disproportionately participated ( 41, 42, 51 ] . If 
administered well, such indirection may yet improve minority 
access. 

S 
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FIGURE ONE 



Individual Benefit 



IV. Mixed Purpose Packages 



• work study \ 

• unsubsidized Loans 



• vork study 



leans 



• personal and family 
resources 



grants 



award for characteristic 



• personal ar.i ivr.ily r =} J c .r 



Societal Ber^fit 

. subsidized grants 
. subsidized l^oans 
. no charges 

Individual or Group Characteristic Benefit 

• subsidized grants according 
to specific characteristic 

• loans subsidized according 
to specific characteristic 

• personal resources indexed 
according to specific characteristic 
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Ev.n if th. v.rdict if that low.t income Hispanic students 
far. relatively wall, there are clear "signs within these data 
that the maldistribution of students throughout the postseccnd- 
ary system and the high reliance upon single source federal aid 
could augur problem*. While the data ba« replicates the dis- 
tribution of Hispanic students by institutional type, the con- 
centration of students in two year institutions raises serious 
concerns about widespread access to the system; moreover, the 
^' concentration is even more striking when it is *»ovn that 21 
5 institutions enroll a quarter of all Hispanic students in the 
50 states and D.C. [14, ?. 1U1. »• P^ 1 ^ =° lle 9 as 
are the most dependent upon federal aid, exceeding even "other- 
schools such as proprietary and jostsecondary adult basic edu- 
cation centers (Table Four); thase -institutions use less dis- 
cretionary aid in Hispanic packages, owing to little endowment 
or institutional aid resources. Because needy students will 
only attend institutions whert they receive an aid award, His- 
oanic students may be dissuaded from attending private four . 
X^ear colleges where aid is more readily available to wealthier 
students and more discretionary institutional aid awards are 
made. Moreover, the low SAT scores and large percentage of 
Hispanic, who do not take standardized tests may preclude the 
students from being eligible for most private four year insti- 
tutions, unl-3 colleges are willing to employ other criteria, 
including alternative qualitative indices. 
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Another problem may be the extraordinary reliance of 
Hispanic students, upon 3E0G' s^Sfimost to the near-exclusion 

other forms of aid. The dangers are twofold: government 
cutbacks in BEOG's and unpackaged aid's effect upon student 
persistence. 5EQG awards have been scaled back from a maxi- 
mum of $1,800 in 1979-80 to $1,670 in 1981-82 ( 16 3 , and 
institutions not accustomed to packaging aid awards aa y^ requir e 
Hispanics to make up the difference by parental ccntribution 
or summer earnings. With the poverty and lack of summer job 
opportunities for minority youth, this gap may not be made up 
by all students * in particular, two year colleges continue 

Jjzo underutilise campus-based financial aid programs (25,40]. 
Equally serious, the lack of comprehensive, multi-source pack- 
ages may have a detrimental effect -upon Hispanic persistence, 
there is compelling e*>*d«nce that different types of aid facili 
tate persistence, for reaauns that arv not fully understood 
(2, 32 ]• College work study participation, in particular, 
seems to improve the likelihood t*> \ students will remain in 

*V school, perhaps because the regular earnings require students 
to budget their money (whereas grants made in ?.unw sum do not 
force such frugality) , or because the contact wiji a supervisor 
makes students feel a part of the system, or because a meaning- 
ful skill is acquired. 

It is difficult to recommend an increased emphasis upon 
loans, as the 19 72 evidence suggested Hispanic students took 
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on disproportion* tely large leve$J&o£ indebtedness [18, Table* 
5.17(. Although these data reveal small participation in loan 
programs, institutions frequently use loans ate an increasingly 
large share of packages, on the assumption that the longer a 
student is in college, the larger the share <?£ reimbursable 
aid should be. If this unarticulated packaging is in effect, 
then data on Hispanic jurors and seniors may reveal more 
participation In loan prograTW. Even though these data differ 
significantly from CIRP baseline data on freshman packages, 
what may be operating is institutional decisions to award His- 
panics - - who {tend to have lower grades, test scores, and 
.persistence than"do majority students - - grant packages that 
do not require reimbursement or take *.ime that could be used 
for study, inasmuch as Hispanic students t^nd to come from 
lower income families and tc express more economic concerns 
than do majority students,* aid admin istr a tars should consider 
whether moderate work study or cooperative education programs 
might afford more psycho-social benefits than merely awarding 
single source 3E0G packages. The federal cutbacks may force 
such considerations upon colleges, and aid administrators 
should work with institutional researchers to assess the effect 



*Data on high school seniors show considerable differences 
between white and Hispanic student concerns. Hispanic seniors 
expressed more concern over money peoblems US. 5% to 27. 4 t for 
white students) and family, obligations (39.3% to 23.6%) 
(14, Table 2.16). , 
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of packaging upon low-income students. 



On* obvious limitation of the., data is that only enrolled 
students are studied, and there is no practical way to know 
how many students were discouraged from attending college be- 
cause of. their inability to receive technical assistance, to 
negotiate the aid application process, or to secure aid. How- 
ever, it is intuitively obvious that students from low-income 
families have fewer resources to spend on college, and in many 
ways, the aid system compensates for this imbalance by making 
larger awards to needier students- Concentrating upon those 
Hispanic students who do make it into the system ought not 
blind educators to the major access barriers that remain, or 
lull observers into.believing that -the financial aid system - - 
however equitable towards needy students - : can itself, remedy 
historic exclusion. Nonetheless, it is evident that financial 
aid packaging can be a powerful means of increasing access to 
postsecondary education. 
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> TA1L£ ONS 

Distribution of Financial Aid According to 
Type of Aid, by Family Income and SAT score* 
- ror Entering Full-Tiae Freshmen Students 



Total 
Aided 
Freshmen 



Single type only More than one typ 
. With Without 







Grant 


Work 


Loan 


Banafit 


Grant 


Grant 


Ail Aidad Frtshaen 


100 
(521) 


60.0 
(313) 


• 

(1) 


• 

(1/ 


• 

(4) 


34.7 
(181) 


4.Q 

(21) 


fam:l? rirccMS oca?.til£ a 
















Lew 


232 


59. J 
(1^3) 


» 

(1) 


• 

'(0) 


1.2 
(3) 


33.6 
(78) 


5.1 
(12) 


xv Lover Middle 


5; 


52.; 
(43; 


• 

CO) 


• 

(0) 


1.2 

(1) 


42.6 
(35) 


3.6 

' (3) 


- Upper Middla 


33 


64.7 
(57) 


• 

(0) 


* 

'0) 


• 

(0) 


31.8 
(23) 


3.4 
(3) 


sigh 


119 


€3.0 

,75) 


• 




» 

(0) 


33.6 
(40) 


2.5 
(*) 


SAT SCORE b 










« 






Low 


432 


60.2 
(259) 


• 

*> 

(D 


• 

(i) 


• 

(4) 


33.9 
(146) 


4.4 
(19) 


Lowar Middla 1 


57 


63.1 
(36) • 


• 

(0) 


• 

(0) 


• 

* (0) 


36.8 
(21) 


* 

(0) 


Oppar Middla 


25 


44.0 
, (11) 


• 

(0) 


• 

(0) 


• 

(0-) 


52.0 
(13) 


4 .0 
(1) 


High 


9 


77.7 
(7) 


• 

(0) 


• 

(0) 


(0) 


U.l 
(1) 


11. 1 
(1) 



* » lass than l.Q% 



*Xncome quartiles calculatad from student-reported income interval «*ti- 
u Low - lass than $7,500: Lowar Middla - $7,500 to $10,500; Upper Middle 
High » over $15,000. 

grouped according to SAT-equivalent scores. Low ■ less tbai 
800 to 950; Upper Middle « 950 to 1,100; High « over l,i0f 



nates.. 

$10,500 "to $15,000; High ■» over $15,000. 

^Students are 
000; Lower Middle - 
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TABLE TWO 



Aviriat Total Aid Received by 
Entering Full-Tiae Freshmen Aid Recipient* 
:by Median family I nc oat end institution Type and Contr ol 



^MEDIAN FAMILY INCOME 



♦ MEAN UNDER $7,500 

4*'. TOTAL DOLLARS A $7,500 '$10,500 
STD DEV * , 



$10,500 
$15,000 



$15,000 
& over 



ROW 
TCTAJ 



INST TY?S* - f ;* 

j 2251 2S30 1725 1406 1955 

PUBLIC 4-*SAR 204862 ?59l4 " 65a36 43490; 

1287 1333 1196 1014 1290 

1805, 1476 1105 1412 

PUBLIC 2-YEAR 17P936 41321 35:95 * 35151 28896 

1190 1037 750' -34^ 1091 

3243 ' 4356 4705 2514 38*5 

PRIVATE, 4 -YEAR 42162 43564 2"637 49202 17256 

1919 2541 1799 1933 2081 

* 2885 - . 3301 2333 * 2409 2784 

PRIVATE 2-YEAR * 37504 " 13205 -11667 < 7228 69604 

886 S43 1439 1332 1016 

$ 

1355 1971 2145 1998 1*42 

OTHER 31610 19711 10727 3995 66043 

1185 1222 1347 420 1152 



COLUMN TOTAL 



2125 
'493074 



2362 
193715 



' 1830 
161062 



"1548 1981 
184173 1032024 



) 
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. Maan 

(count) 



TAJLE TMREZ 

Financial Aid Racipia'.ts According to Tyo* of 
Aid, by Instituticnal Typa and Control* 
• (Farcdstaga Distribution) / 

Financial Grant* Tar*- *Lo»ns » 

Aid o? tiaa 

Scholarships Earnings v , 



Bans fits 



public 4 



(222) 



,92,4 
219) 



22.8 *\ 
(54) 



21.1 
(50) 



4.2 



public 2 



(195) 



83.6 
(178) 



2.8 

(6) 



1.4 
(3) 



9 ''9 
(21) 



Frivata 4 



(43) 



95.6 
(44) 



21.7 
(10) 



32 6 
(15) 



2,2 
(1) 



Privata 2 



(25) 



96.0 
(24) 



12.0 
(3) 



4.0 
(1) 



8.0 
(2) 



Othar 



(34) 



85.3 - 
(29) 



0.0 



11.8 
(4) 



11.8 
(4) 



Total 



(521) 



89.0 
(494) 



13.2 
(73) 



13.2 
(73) 



€.8 

(33) % < 



♦Horizontal parcantaga totals may axcaad 1001 
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TABLE FOUR 

Distribution of Financial Aid According to 
Federal Source, by Institutional Type and Control* 
For Entering Full-Tiae Freshmen 
(Percentage Distribution) 



t distribution 
(count) 

Total • - 
(521) 



Federal 

only 

63.5 
(331) 



Hon Federal 
and Federal 

31.8 
(166) 



Non Federal * 
only J 

4.6 
(24) 



Public, 4 
(222Y 



61.3 
(136) 



34.7 
(77) 



4.1 

(9) 



ERLC 



Public 2 
(195) 



78.5 
(153) 



19.5 
(38) 



2.0 
(4) 



Private 4 

(45) 



26.6 
(12) 



55.6 
(25) 



17,3 

(3) 



Private 2 
(25) 



16.0 
(4) 



30.0 
(20) 



4.0 



Other 



76.5 
(26) 



17.6 
(6) 



5.9 
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TABLE FIVE 



Packaging of Federal Md to 
AidedTntering Full-Tiae Freshmen 
fay Student and Family Attributes 



SCUD ENT/F AMILY ATTRIBUTE 



PERCENT OF AIDED FULL-TIME FRESHMEN 



A.\l Aided Freshmen 
FAMILY, INCOME QUART? LE* 
Cow 

Lowe:*- Middle 
Upper Middle 

High 



Total 
Aided 
Freshmen 



521 



'232 
82 
88 

• 119 



Receiving 
Federal and 
Non-Federal Aid 



33.0 



30.2 
42.7 
31.8 
32*8 



Receiving 
Federal 

Aid Only 

63. 5 



67.7 
/56.1 
63.6 
60. i 



Receiviri 
Non-FedeiJ 

Aid* Onlj 



3.5 



2.2 
1.2 
4.5 
6.7 



SAT SCORE 0 
Low 

Lower Middle 
Upper Middle 
High * 



430 
57 
25 



.31.2 
38.6 
44.0 
55. 5 



67.2 
52.6 
36.0 
33.3 



1,6 
3.8 
20.0 
11.1 



*Incone quartiles calculated from student-reported incone interval estinat* 
Low - less than $7,500? Lower Middle - $7,500 to $10,500? Upper Middle - 
$10,500 to $15,000? High - over $15,000. - 

b Stud«nts are grouped according to SAT-equivalont scores: Low » less than 
L^er MiddE - 3oS P ?o 950? Cpplr Middle 2 950 tr. 1,100; High - over 1,100. 
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APPENDIX 



aegr ess ions were computed for data described in the 
study, but were not reported because they tended to 
replicate .patterns already shown by the crosstabula- 
tions. Several of these computations suggest further 
work with logit or profit analysis, and are therefore 
included as an appendix. Interested persons should 
contact the author for correlation matrices, a list of 
variables, and other data* 
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AfKNOIX I 



Sample 



Dependent Variable 



Fractional S.D. 
Increase in Receipt 

of Financial Aid 
(significance level) 



Chicanes 
?uerto Ricans 



AIDTOT 
AIDTOT 



■31 ( .01 ) 
•00 ( NS ) 



AIDTOT . Total Aid Received 
- Not Significant 



at .OS 




0 
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At KND1X XX 



Fractional Standard Deviation Incraaaa in 
Hacaip* of Financial Md <for One Standard 
Daviation Oacraaia in Family Incoaw) , 
by Institutional typa 



Saapla 



Dapandant Variabla 



Fractional S . Z 
:r.:raas« in 3*cai 

of Financial A 
(significanca lav 



Two yaar Collagaa 



Chicanoa 
Fuarto Ricana 



XIDTC? 
AIDTOT 



.46 ( .01 ) 
.Od ( MS ) 



Four vaar Collagaa 



Chicanoa 
Fuarto Ricana 



AIDTOT 
XIDTOT 



.30 ( .01 ) 
.18 ( MS. ) 



* AIDTOT - Total Aid racaivad 
NS ■ Not significant at .05- 
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Amroxx xzz 



Fractional Standard Deviation Incraasa in 
Racaipt of financial Aid (for Oxx* Standard 
Deviation Incraaaa in Institutional Coat) , by 
Institutional Typa 



Sa*pla 



Dapandant Variabla 



Fractional S.D. 
Incraasa in Racaipt 
of Financial Aid 
(significanca lava! 



Chicanos 
?uarto means 



AIDTOT 
AIDTOT 



.51 ( ,01 ) 
.35 ( .01 ) 



Two yaar Collaoas 
Chicanos^ 
Puarto Ricans 



AIDTOT 
AIDTOT 



.13 ( .01 ) 
.54 ( .01 ) 



Four yaar Collagas 

Chicanos 

Puarto Ricans 



AIDTOT 
AIDTOT 



.61 ( .01 ) 
.12 ( ) 



AIDTOT » Total Aid Racaived 

HS « Mot significant at .05 
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Mr. Weiss. Thank you very much for your testimony. We do look 
forward to the receipt of the full study when it is available to us. 

Let me ask you, why do you believe that there is this smaller by 
far percentage of fulj financial aid packaging for Hispanic stu- 
dents? Why are there not as high a percentage of students who are 
, . receiving information and making applications for the guaranteed 
student loans, for example? 

Mr. Olivas. My study was of full-time freshmen, and freshmen 
are frequently less likely to have major elements of a loan package 
any way. Although the 1978 study did show even for students from 
the lowest income, Anglo students, over 10 percent of their pack- 
ages were traditionally non-Federal assistance, which would in- 
clude in some cases State assistance. 

We think that institutions only recently have become aware of 
the underenrollment of Hispanic students, in large part because we 
do not have a network of historically Spanish institutions compara- 
ble to those of other communities. 

So that there is not perceived to be a cadre of students because of 
the perceptions which are incorrect—in New York you know it is 
particularly incorrect to assume that Hispanics are predominately 
a Southwest phenomenon. After all, there are more Hispanics in 
the State of New York than in my own home State of New Mexico, 
Mr. Weiss. I always thought it was in New York. 
Mr. Olivas. There are other reasons as well. We think institu- 
tions in many cases have relied only upon Federal assistance in the 
packaging; that is, they feel because of Federal efforts to make mi- 
nority education a higher priority, that the institutions will use 
their own money, but because there is need-based data, because mi- 
norities are disproportionately needy in the financial sense, that it 
is not inappropriate for them to package aid with predominately 
Federal sources. „ ^ * 

However, I would note since 1972, when the first BEOG grants 
were given, that Hispanic students' reliance upon Federal assist- 
ance has practically tripled. So we think there is clear evidence 
that institutions at least rely upon Federal largesse for enrolling 
minority students, whereas they do not rely on the same sources of 
aid in assisting majority students. 

A second thing is need-based aid will go to the neediest students. 
Hispanics, being disproportionately needy, will receive that aid and 
our disproportional enrollment in 2-year colleges, where there are 
no dormitory facilities and, therefore, lower cost, will also tend to 
keep the cost down for our students. S 
' I might add that that has not worked to the advantage of our 
students. So the disproportionate effect of proposition 13 in Califor- 
nia on the 2-year sector, the only sector hurt in the first year v be- 
cause of its reliance upon property taxes, has hurt an enormous 
number of Hispanic students. , 

Over one-third of all Hispanic undergraduates, on the mainland 
are from California, so as California's resources for community col- 
leges declines, it declines disproportionately for Hispanic students. 

That is why our insistence that demographics have precluded 
fuller understanding of the problems facing our students. We felt 
this was the appropriate' forum for sharing some of these demo- 
graphics. 

erJc . 4'jy 



My. Weiss. It is, important. I share your perception that in all- 
likelihood' a lot of the students who receive theJEsEOG's really don't 
need or donl need as high a perdenta^eof additional aid. So that 
of necessity, by definition, there wouii not be even the need for 
further packaging,, let aloneih^ awareness that it would be availa- 
ble. \ * 

Mr. Olivas. The n6ed is, of course, a difficult debate bift it-is less 
debatable that need is there. It is not cl^*r why the assumptions 
are that families will have the resources to make up the difference. 
Hispanic families, by virtue of the size and poverty of the family, 
simply do not have funds available. 

Yet, you woijld be surprised, as you and your staff review our 
findings, that our families are making disproportionately large in- 
vestments of their liquidity, such as it is. It just happens there is 
less of it. 1 " 

We now feel that liquidity will have to go toward getting taxpay- 
er assistance, even where they are' not required to file IRS forms, 
so they will have to avail themselves of these services- even though 
the II^S statutes would not require them. * v 

Mr. Weiss. Well, I would like to see that information, too. In 
New York, of course, we have in addition to the Federal grant pro- 
gram a ?>tate grant program. That again" is not uniform across the 
country. \ . , 

I woulcJ^ assume, too, that your statistics woukj probably indicate 
that more\of by far the Hispanic studefits attend institutions in 
their homdStates than the general population, and because of that 
the costs wpuld be lower because again across-the-boardf costs for 
residents almost of the State institutions is much lower than for 
people, from out of State. 

. Mr. OuvASi. That is true. The TAP program has been extremely 
well-used by Hispanic students* We credit the State for its generos- 
ity. We think it is an excellent' long-term investment. 

As for the willingness to attend schools outside of State, while it 
is generally perceived this may be cultural parochialism on the 
part of Hispanic students, we think it is far more a function b( the 
very small numbers of our parents who have been educated in 
prestigious schools and therefore we don't have access to the 
alumni and automatic admissions that many private schools have, 
the networks of alumni recruiting that other communities have 
hkd. \ 

Second, we also feel that the poverty in our community simply 
precludes the ability to consider schools outside of living at home 
and attending a community institution. You have heard testimony 
by community college representatives that continue to cite this as 
an example.- 

We think your subcommittee has an 'excellent opportunity in its 
defense of TRIO programs to insure that the information be given 
to students, that they have a wide range of numbers of institutions 
that they may attend. ^ 

It is particularly important for New York administrators and 
educators to recall the number of Puerto Rican students from the 
island who do attend ^because of the number of family they have in 
the State of New York. 
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So the migration from the island to New York continues to help 
Hispanic students enroll in schools apart from their immediate 

home area. . » , j t *u * 

Mr. Weiss. Well, I suspect that the food stamp amendments that 
we adopted last year are going to help in that regard, too. 

Do you have any view as to whether the cutbacks in the loan 
programs also affect Hispanie students? . 

Mr Ouvas. The data I have shared with you only includes fresh- 
men students, because we have found once our students are at 
least in college and out of high school they are there to stay. We 
concentrated only upon the freshmen students. 

There is considerable evidence, unfortunately anecdotal, our own 
experience, that a number of States and lending institutions have 
residency requirements which are appropriate, but they also have 
previous banking requirements that preclude families who are not' 
already existing customers of those lending institutions to become 
so, in some cases up to a year befo -e they are eligible to participate 

in those programs. . , . r .,. u u 

We think this works against low-income families who have so 
little liquidity that in many cases there is no reason to participate 
• in IRA, Keogh plans, savings plans, checking plans, and so forth. 
In many cases their bills will be paid in cash or directly with the 
agency because it is less expensive than to maintain the monthly 
, checking charges and because increasingly a number of lending in- 
stitutions require a certain amount of deposit in order to partici- ^ 
pate in checking plans. , 
We think these practices, as well as the very clearly documented 
u willingness of many lending institutions to loan mortgage money 
to people who live in minority communities, are less likely to be 
willing to go out of their way to lend money. 

bo, we anticipate in our followup th$se freshmen students will be 
encountering mpre difficulty as they progress through college. 

We have also found from a 1972 study that had major data prob- 
lems but nonetheless showed by the time Hispanic students gradu- 
' ated from college they.had 10* percent higher levels of indebtedness 
than Anglo students. , . * ■ 

So, it is apparent the institutions, once they have felt the stu- 
* dents are safely enrolled, have increased the amount of loans and 
because Hispanic families have not traditionally had the opportuni- 
ties to negotiate purchases and to arrange their finances, because 
there is so little liquidity, that we will increasingly find evidence 
that Hispanic families have been actively discouraged or in many 
yas subtly discouraged by lending institutions who have no previ- 
ous credit dealings with these populations. 

We also find relatively few loan officers who are bilingual and 
who can negotiate with the parents in many cases to mortgage 
their home or to putdown the collateral that is necessary. 

I draw your attention to the fact thai the median income ot His- 
panic families is $10,000, which is less than the cost of education in 
leading institutions. It is very difficult to explain to these families 
there will be need-based aid to enable their son or daughter to 

at S d w C e° Scipate the cutbacks in TRIO programs in particular, 
which provide the information and the counseling that enables the 
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students and their parents to understand the processes, will not 
even allow our families to get to the level of discussion about 
whetHfer or hot one State or another has sufficient loan guarantees. 

We art interested in getting our students into colleges and keep- 
ing them there. We think a number of the proposals, while ostensi- 
bly concerned for the truly needy, will in fact work just the oppo- 
site. 

Mr. Weiss. It has been my experience— not just in this area, but 
across the board— that advocacy groups from within the affected 
communities are the most effective in getting the message out and 
being persuasive in having legislation tailored in effect to meet the 
real needs of the particular community. «, 

I know there has been a tremendous increase in effective advoca- 
cy within the Hispanic community. I assume you see that effort 
- growing and becoming even more effective. Indeed, I assume your 
participation here with us is part of that ongoing effort. 

Mr. Ouvas. We would like to think that is the case. We would 
like to have opportunities to articulate our perspectives more and 
have access to research sources to study our own populations. We 
feel that monolingual English speakers would not be able, to con- 
duct the studies we did. 

However, we also feel that we don't' have the margin of error 
other communities do in that sense. The issues are very real. The 
University of Puerto Rico and other colleges down there have had 
considerable unrest that we think' is going to give other students 
and institutions pause if they see now how the cutbacks have af- 
fected one group of people who are politically powerless in the 
sense they are not able to vote in Congress. 

So, we are optimistic in the sense that our numbers are growing 
and that public policy consideration has been accorded us. Howev- 
er, people continue to see this as a new problem. That is simply not 
the case. We are more able to articulate our points of view. 

Proposed cutbacks, particularly in TRIO programs, would literal- 
- ly devastate a number of Hispanic organizations who have by 
virtue of their not being tied to institutions been able to provide 
,the very information that enables students to have a range of 
choices, 

So, Talent Search, for example, administered by institutions, 
tend to have a loyalty *to the institution that provides their over- 
head whereas our students range from community colleges they 
may wish to attend by virtue of their family's financial situation, 
all the way to more prestigious institutions that may be outside 
their State. 

In the private sector we have been focusing upon scholarships. 
The League of United Latin American Citizens, for example, has 
always administered scholarships now, over 50 years. «. 

The Hispanic Higher Education Coalition and its member organi- 
zations have a number of scholarship funds, and we do this because 
of the historical perception that institutions themselves will not be 
sensitive to our students and our families simply do not have the 
resources available that majority families have relative to our stu- 
dents. 
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So we have always stressed the need. We just have not had the 
opportunity or the forums where we could articulate these perspec- 
lives 

Mr. Wwss. Thank you. • 
Does either counsel have questions.' » 
Ms McAdam. On page 5 of your testimony you make a state- 
ment' that wUhin instffiional types the lowest income students are 
rSvinJ less aid than lower middle income groups Now, you went 
oTto explato there are differences on how great that was, depend- 
ing on institution types. , 

fc 'SSvTl tKSTou Ml? " 5& actuany shows 
that Weam only speculate because although we had the coopera- 
tion of a number o&itutions, financial aid decisions were made 
. on a number of bases, not always well articulated and in many 

TOld Lw^a«£tion to the top line in each of the institu- " 
tional types The premise of financial need is that the neediest will 
«et the mlet. Yetf you will find that the only sector in which that 
' froperly o^rates is the public 2-year sector Those are the poorest 
stuK, whose families come from under $7,500, receiving $1,805, 

^£5S^«-«d about the private 4 year data be 
cause private 4-years are frequently perceived to be the most 
SigfoTSstitutions. There you will see that the poorest stu- 
SpTts-those are the ones in the lefthand column-received 
a year. It mages all the way to. $4,700, to families thai : are wealth- 
iei Then it |oes down again if they are extremely wealthy. We 
would have expected just the opposite. 

We are not precisely sure what the exp anation is. We of course 
W tofollow it up. The data are quite clear because we had IRS 
forms ThKas nSt students reporting what their parents made. 
The£ were Sal figures, verified in . every .^.^^^ 
simply recalling What financial aid they got, but institutional re 

**& IthinK S ends of the study our data are better than 
previously published data. We can only speculate that 2-year co - 
E£ take their tasks more seriously in enrolling low-income . stu- 
d?nte They take all comers and provide aid when they d d. Iney 
nat leS relSnce, particularly in ^aUfornis ^JJjJj 1 aid be- 
* cause there is no tuition in a number of the 2-year colleges*. 

However, this also takes into account other expensed of attending 
colWe Even when students do not hve on campus there are costs 
asSatlTw'ith Sintenance that should be taken mto account We 
wmiW likp to exolore that anomaly a little more thorougmy. vve 
aTseekfng moneyfrom private sources that would enable us to do 

^ We are particularly concerned that the consideration is so bad. It 
is a«a a n lik1 being overly dependent upon Pell grants. That is the 
onW one being cut back in all amounts. If the 2-year colleges are 
oSm that have the least access to discretionary money, that >s 
then -own institutional resources, and that is where our studente 
are theTare less likely to have much packaged aid, whereas if our 
student ? tolfale or more heavily endowed schools, the institu- 

er|c * * • ■ 
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tions are more likely to give them institutional assistance because 
the gap between Federal assistance and the nS 11 fgtafg U £ 

l«? - ha8 l 0 .** made U P b y some source. If they are serious about 

J^u&te WSJSS C °r nsider l S em ^taS£S IS 
ments graduate from college are exceptional invest- 

Mr. Dean. "What percentage of'Hispanic students r&eivintr Pell 
grants are receiving the maximum Pefi grant' rece,v,n g ™1 

• Mr nZ^nfL*?**} 1 Mie y e was a PP r oximately 80 percent. 
Mr. Dean. Do you also want to supply this for the record If the 

to SfSS Z%\ V^W*** 0 ? red ^ the maximS°g?ant ay 
to *l,*w or $1,300, what impact wou d you Droiect thit ™„in™i 

on educational opportunity for HispanicTuZ d haVe 

menS from 1978 ft MQ7Q ^ 5? eviden _ ce in decline in enroll- 
r^l^i t™A - 0 . ' 0ur kjds are the most marginal, with 

2 t* ter resources - Not onl y d «* wofd of cits 

SauS ™ ^en£ * "I 01 " 6 -* 0 C ° me 8 P read f « Ster - 

uecause our students are not having access to other in«5titn««», Q 1 
cut I will not be able to attend college/ We have seen that and 

Mr. Dean. One final question. 

Of the Hispanic students who complete a 2-year course in a corn- 

.ss^Ja? gS&ssr of them actJ!y ~«3Ma 

Howard University Press, a book I wrote on the topic I wouS rive 

S^ff fH*". t0 ^ V f y ^ the . fi g ures: 4-8 Percent of aU as ocSto 
degrees are awarded to Hispanics and 2 percent of all bachelor's 
degrees are awarded to Hispanics. an wcneiors 

th^nronS?ri n m LT W V is r0U ? hl) : e£ l uivaI ent to that. Whereas 
the enrollments and graduation rates in associate degree programs 
predominately in 2-year colleges, are approximately the SS| 

SSj 8 *-^ T U d ^P^' ^ ven the demographics on the mainland 
Hispanic students, given the relative youth, would be about 5 
cent However, you would expect the investment in Federal £ 

fori degreed* haW led t0 a greater baS 

What we do find, those students who do go on "raduato in n-«m 
pen that are actually higher than Anglo students" who tfansfo "ft 

K rites a?the°S r - W,* 8 ? nd is with U ? to «55«St £* 
crop ' WG are gett,ng the cve&m of the 

w AN " 9v K - 'C! 1 . ank y ? u v , er y n,u <*> Mr. Chairman. 

*S&ER&Sr thank you very much for youV im p° r ^ 

«Mfti2f2ri wm ** kept . open for you t0 sub ? nii additional materi- 
al, if you sp deem appropriate, for the next 10 days. 

Again* thank you very much. 

Mr. Olivas. Thank you, Mr. Weiss. 

Mr. Weiss. 1 am sure we will be in touch as the year goes along. 
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The subcommittee stand* adjourned subject to call of the Chair. 
[Whereupon, at 12.40 p.m., the subcommittee adjourned, subject 
- toealioftheCnalr.] 
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